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THE STEEL COMPANY OF WALES LEADS BRITAIN’S 
GROWING STEEL PRODUCTION 






New blast furnace increases 
pig-iron capacity by over 
one-third 













At the Abbey Works of The Stee! 
Company of Wales, No. 4 Blast 
Furnace is now working at maxi- 
mum capacity. Built last year, 
blown in this January, No. 4 Fur- 
nace has a hearth diameter of 29 ft. 
9 in., the largest yet built by the 
Company. Its weekly output is 
over 10,000 tons of pig-iron. 

No. 4 Blast Furnace has increased 
the Company’s total pig-iron out- 
put by more than one-third and is 
contributing many thousands of 
tons of sheet steel and tinplate a 
week to Britain’s home and export 
markets. 








The Steel Gompany of Wales Ltd 
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MR R. W. R. JOHNSTON 


who last month was appointed general manager of the Commercial Banking 
Company of Sydney 





BEHIND THE SYMBOL 





There are many firms, equipped with 

the most modern plant and ideas and proud of a 

leading position in their industry, who still 

use antiquated letter-heads and invoices which daily deny 


the very up-to-dateness they ought to extol. 


Fine stationery, free from superfluities, 
crisp and well balanced, can do much to enhance 


the prestige of your Company. 


And where long life, resistance to handling and a good 


appearance are essential, there can 





be only one answer — a rag-content tub-sized 
air-dried paper whose specification is 


guaranteed by the symbol of the British Stationery Council. 


Before re-ordering, ask your Printer to 
show you a selection of these fine papers — for 


‘fon good paper one thinks better’’. 


‘¢ That which is good or great makes itself known 
no matter how loud the clamour of denial. 


That which deserves to live, lives.’’ 


Issued by the 
BRITISH STATIONERY COUNCIL : BALFOUR HOUSE - 119 FINSBURY PAVEMENT -LONDON - E.C.2 


XXVIII 











A Financial Notebook 








Markets and the Crisis 


Ar no time during this troubled 
month could it be said that the 
financial markets had lost their 
nerve, but the repercussions have 
been severe and in the sectors most 
directly affected—oil shares on the 
one hand and freight rates and 
Eastern commodities on the other— 
even violent. Rubber and jute have 
risen by roughly 20 per cent, com- 
mon teas by 50 per cent, merino 
wool by 13 per cent, and tin, reacting 
from the peak, by 5 per cent. 
Reuter’s index of UK commodity 
prices is up by 64% per cent. Oil 
shares on the average are down by 
about 10 per cent, but the vulnerable 
stocks have fallen very violently: 
British Petroleum, at its worst point 
on November 22, was 23 per cent 
down on the month and 39 per cent 
below its 1956 best. 

The severity of this fall in the oil 
leaders, by uncovering weak posi- 
tions, has played an important part 
in the performance of stock markets 
in general. At the outset, the general 
reaction was actually less marked 
than that of end-July and early 
August. From October 29 to Novem- 
ber 6 the ordinary share index of 
the Financial Times fell only 33 
points, to 174.2, and then regained 
nearly half that loss on the news of 
the cease-fire. ‘The major weakness 
did not set in until almost the 
middle of the month, when the 
failure of a small stockbroking firm 
and fears of a split in the ‘Tory 
party on the issue of withdrawal 
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from Port Said led to intensified 
pressure. By November 22 the 
industrial index was down to 163.0, 
its lowest since the summer of 1954; 
at this point it was 12 per cent 
lower than on July 26 and 27 per 
cent below the peak reached in July, 
1955. It rallied to 164.7 on the 
following day. 

Upon gilt-edged prices the effect 
has been much less marked, with 
falls in the long-dated and _ irre- 
deemable stocks between 13 and 2 
points; but the apparently good 
resistance here (actually in face of a 
stream of new issues of fixed-interest 
stocks) is explained by the earlier 
feeling that the market was bumping 
along the bottom. The declines 
carried many stocks to their lowest 
for almost a quarter of a century, 
with 33 per cent War Loan yielding 
nearly 5{ per cent flat. This shattering 
of the hopes of the long-discussed 
recovery has caused much gloom; 
but the market is trying to pull 
itself up by its boot-straps by arguing 
that the authorities are unlikely to 
regard a higher Bank rate as an 
appropriate remedy for Suez eco- 
nomic burdens. 


Exports on the Eve 


Britain’s export shipments during 
October reached nearly {£295 mil- 
lions, a rise of {71.6 millions above 
September and over {11 millions 
above the previous peak reached in 
May this year. ‘Total imports, at 
£354.3 millions, were also the highest 
this year; nonetheless, after crediting 
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re-exports, the gross visible trade 
gap fell from its high levels of 
August and September to {46.7 
millions, well below the average gap 
in the first half of the year. 

The exceptionally large increase 
in exports in October was attribut- 
able partly to a coincidence of special 
influences; but the official verdict 
was that there was “ still an improve- 
ment on the slightly disappointing 
third quarter, although it perhaps 
falls a little short of a full recovery 
to the underlying rate of increase of 
rather over 10 per cent a year in 
value achieved in the first half of 
the year’. The high rate of imports 
followed an exceptionally low figure 
for September, and taking the two 
months together there seems to have 
been little change from the fairly 
stable level of around £330 millions 
a month cif at which imports had 
been running since mid-1955. 


Import Prices Up 

The index of import prices in 
October rose by two points, to 106 
(1954=100); this was caused by a 
rise of just over 4 per cent in the 
index for food, beverages and to- 
bacco and a jump of 63 per cent 
in prices of imported fuels, arising 
largely from higher tanker freight 
rates (which affect imports as valued 
cif in the trade returns, but not as 
valued fob in the payments figures). 
Export prices in October were un- 
changed, so that the terms of trade 
deteriorated by two points, the index 
of the ratio of import to export 
prices rising to 99. This 1s still 
two points better than at the begin- 
ning of the year and than the aver- 
age for 1955. ‘The new increases 


in commodity prices and freight 
rates (reported in our opening note) 
are likely to cause a further un- 
favourable movement in the official 
index; but it should be remembered 
that this index, by including freight 
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charges on imports while naturally 
taking no account of shipping earn- 
ings, is no guide to the impact of 
freight changes on the balance of 
payments. 


October’s Gold Loss 


The sterling area’s central gold 
and dollar reserves dropped by $84 
millions during October, after the 
crediting of $7 millions in defence 
aid and the payment of $25 millions 
in gold settlement of the United 
Kingdom’s September deficit with 
the European Payments Union. 
October’s deficit with EPU rose 
slightly, to £13 millions, requiring a 
gold payment last month of $27 
millions. The October gold and 
EPU returns appear to have em- 
braced some part of the losses 
resulting from the new pressure on 
sterling that began on the last two 
days of the month. Before that, the 
psychological strains had seemed to 
be abating somwhat, but commercial 
demands were particularly heavy, 
the seasonal purchases being aug- 
mented by speculative purchases for 
stock. The current pressures on 
sterling are discussed in full in an 
editorial article. 


Advice for Germany 

The special group of European 
ministers, including Mr Macmillan, 
Dr Erhard and M. Ramadier, ap- 
pointed by the Council of OEEC in 
July to study the economic situation 
in Western Europe, laid the main 
emphasis of its report last month on 
the need for Germany to correct its 
extreme creditor position in the 
European payments system. ‘The 
ministers found that while Germany 
had already done much to free its 
external trade and payments, addi- 
tional reductions in tariffs and quotas 
were desirable, particularly on agri- 
cultural products. Further, to en- 
courage greater foreign lending, 














Germany should take steps to widen 
its capital market and “ improve ”’ 
the structure of interest rates— 
which are among the highest in 
Europe. 

To ease the immediate strains, 
the ministers consider it “‘ highly 
desirable”? that Germany should 
augment the flow of D-marks in 
three ways: (1) accelerate repayments 
of debts, (2) accelerate purchases of 
defence goods, and (3) release its 
remaining D-mark subscription to 
the World Bank. ‘The German 
representatives at OEEC accepted 
these recommendations; the sphere 
in which early action is considered 
most likely is the speeding up of the 
German Government’s post-war debt 
to Britain and other countries. 


Common Market Progress 


Public interest in the project for a 
European common market and an 
associated free trade area, including 
Britain, has naturally been diverted 
by the grave turn of events in the 
international situation. But the 
United Kingdom Government has 
proceeded with its consultations with 
industry, trade unions and the Com- 
monwealth; whilst on the Continent 
a major hurdle before agreement on 
a treaty establishing the common 
market has been cleared. At a meet- 
ing between Dr Adenauer and M. 
Mollet in Paris in early November, 
the two premiers reached agreement 
on major outstanding differences. In 
particular, Dr Adenauer agreed to 
work towards unification of German 
social security charges and working 
hours with those prevailing in 
France, and that before this was 
achieved French industry would be 
entitled to some special protection. 

Meanwhile, the working party of 
the OEEC set up in the autumn is 
studying the practical and technical 
problems that would be raised by 
the association of Britain, the Scandi- 


navian countries and others in a free 
trade area; the committee is due to 
report to the Council by the end of 
the year. The United Kingdom 
Government has still not been able 
to give a specific assurance that it 
will enter the scheme; but the initial 
reactions of the domestic and Com- 
monwealth interests that it has 
consulted have been remarkably en- 
couraging. At home, the Federation 
of British Industries, the Association 
of British Chambers of Commerce 
and the ‘Trades Union Congress have 
all reported that the bulk of their 
members favour participation in 
principle; the main reservations seem 
to be that reciprocal preferences on 
UK manufactures in the Common- 
wealth markets should not be in- 
directly weakened, and that labour 
standards must be maintained. 
The Government has still formu- 
lated no detailed plan, though it now 
appears that it does envisage special 
treatment in some cases for firms 
covered by the key industries duties. 


Canada’s Odd Bank Rate 


A novel exercise in central banking 
technique has just been started by 
the Bank of Canada. On November 1 
it announced that its official redis- 
count rate would henceforth be 
variable week by week, and precisely 
in step with the Treasury bill rate. 
The Bank rate is now being fixed 
after each tender at + per cent above 
the average allotment rate for the 
bills. The initial rate was thus 
fixed at 3.59 per cent (the bill 
average having been 3.34 per cent), 
or a shade above the last Bank rate 
fixed under the conventional system 
—the 34 per cent rate announced in 
mid-October. 

This curious change carries to a 
logical—or perhaps one should say, 
extreme—conclusion the policy the 
Bank had been striving to follow for 
the greater part of the relatively 
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short period since Bank rate first 
became a flexible instrument in 
Canada, the policy of keeping it in 
due relationship with market rates. 
In the effort to achieve this, the rate 
had been raised six times, usually 
by steps of } per cent, between 
August, 1955, and October last, 
during which it rose from 14 per 
cent to 34 per cent; on a number of 
occasions the rise had been delayed 
until the ‘Treasury bill rate had 
actually surpassed the Bank rate. 
Given the Bank’s objective, the new 
formula has the advantage of en- 
suring the desired close relationship 
without destroying the basic prin- 
ciple that Bank rate should be a 
penalty rate. On the other hand, the 
Bank is deliberately relinquishing 
powers inherent in the Bank rate 
weapon that are traditionally of high 
importance: the ability to vary the 
degree of “‘ penalty’, and to do so 
by tactics of surprise. The Bank of 
Canada is not, however, abdicating 
from control of interest rates. It 
prefers to exert control over market 
rates—and now, through them, also 
over its own rediscount rate—by 
open market operations. 


India’s Sterling 


The last of the series of India’s 
agreements with Britain regulating 
the release of sterling balances ex- 
pires on June 30, 1957, and, by 
mutual agreement, will not be re- 
newed. Its lapsing will not affect 
in any way either India’s right to 
draw upon its remaining balances 
or, on the other hand, its present 
practice of permitting free transfer 
of savings and the voluntary re- 
patriation of investments from India 
by UK citizens. The present agree- 
ment, which dates from 1953, con- 
solidated the arrangements entered 
into from 1947, when the original 
agreement was made prescribing the 
rate of releases. Under the three- 
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year agreement reached in July, 1948, 
when the balances stood at Rs 1,547 
crores (£1,160 millions), the total 
was reduced to Rs 1.067 crores by 
transferring Pakistan’s share and by 
paying a capital sum to Britain as 
the cost of a tapering annuity to 
meet India’s pension obligations in 
the United Kingdom and a further 
sum for the purchase of British 
military stores and installations lo- 
cated in India. Releases for the 
three years were agreed at {160 
millions, so that by 1951, when 
India’s first five-year plan began, 
the balances were down to approxi- 
mately {640 millions. The rate of 
release was then agreed at £35 
millions annually for six years. But 
when the plan period ended last 
March, actual withdrawals had 
totalled only £105 millions. 

Since then there have been heavy 
drawings, particularly in the last 
three or four months, and it is 
probable that the total of with- 
drawals envisaged by the second 
plan for the years 1956-61 (Rs 200 
crores) will have to be radically 
revised. At end-October foreign 
securities and balances held abroad 
by the Reserve Bank of India 
amounted to Rs 582 crores (£4363 
millions), against Rs 712 crores (£534 
millions) a year ago. In the first 
quarter of 1956 the balance of pay- 
ments showed a surplus of a little 
more than £3 millions, whilst in the 
second quarter there was a deficit 
of £33 millions. 


Australia to Cut Preference 


The discussions that have been 
proceeding in London since the 
summer between the United King- 
dom and Australia on a new trade 
agreement to replace that of 1932 
were concluded last month, and the 
new Agreement is expected to be 
drawn up early next year. Britain 
has accepted the substance of Aus- 











tralia’s complaint that the original 
scales of imperial preference are now 
yielding markedly greater advantage 
to Britain’s exports to Australia than 
to Australia’s exports to Britain. 
Britain has therefore agreed to a 
reduction by Australia in the mini- 
mum margin of preference on British 
goods. This is likely to result in 
practice from a reduction in Aus- 
tralia’s duty on foreign goods, by 
which Australia hopes to secure 
more favourable treatment for its 
exports in foreign markets. Aus- 
tralia still undertakes to maintain a 
minimum margin of preference on 
United Kingdom exports: the mini- 
mum margin will be 74 per cent, on 
items carrying a preferential duty of 
not more than 10 per cent, and on 
tariffs above this the minimum 
margin will be 10 per cent. The 
present minimum margins of pre- 
ference are generally 124, 15 and 
17} per cent, according to the rate 
of duty. 

The tariff preferences and duty- 
free entry enjoyed by Australian 
exports to the United Kingdom are 
not to be disturbed (though Britain 
does reserve the right to cut prefer- 
ences on goods not at present of 
interest to Australia). Furthermore, 
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the British Government has ex- 
pressed its “‘ desire and expectation ” 
that sales on commercial terms of 
Australian wheat and flour in Britain 
will not fall below 750,000 tons a 
year—compared with average im- 
ports of 530,000 tons in the past 
three years, and 1} million tons 
before the war. 


Credit Trend Upwards 


The renewed upward trend in the 
volume of credit that began in the 
early summer became more _ pro- 
nounced in the four weeks to Octo- 
ber 17, the latest date for which 
figures are available at the moment 
of going to press. Net bank deposits 
rose by £73 millions, whereas in the 
similar period last year they rose by 
only £17 millions, and the season- 
ally adjusted index compiled by 
Lloyds Bank rose 0.3, to 105.6; this 
compares with the low point of 104.6 
maintained from April to June, and 
with the high point of 112.0 reached 
in February, 1955. In the three 
months from mid-July this year, net 
deposits expanded by {£127 millions, 
whereas last year they contracted by 
£34 millions. ‘The source of the 
latest expansion was again the growth 
in liquid assets. Although several 
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banks increased their investment 
holdings (Barclays bought {£5 mil- 
lions and the Midland £10 millions, 
the latter making its first purchase 
since the mid-August repayment of 
its large holding of the maturing 


October 17, Change on 
1956 Month Year 
{mn {mn {mn 
Deposits.. 6376.2 +105. 9 + 0.4 
‘Net’ Dep* 6115.1 + 73.4 - 10.3 
%T 
Liquid 
Assets 2365.1 (37.1) 50.7 + 208.3 
Cash .. 510.3 (8.0) + 5.1 - 9.8 
Call Money 409.0 (6.4) - 4.8 + 0.6 
Treas Bills 1346.1(2/.1) + 54.0 +233.2 
Other Bills 99.7 (1.6) -— 3.6 — 15.7 
“< Risk 93 
Assets 3829.7 (60.1) +- 23.2 -—221.2 
Investments 1967.3 (30.9) -+ 20.4 -—118.6 
Advances.. 1862.4 (29.2) 2.8 —102.6 
State Bds 82.2 0.2 
All other 1780.2 2.6 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


bonds), total liquid assets expanded 
by nearly {£51 millions, and the 
liquidity ratio rose a further 0.2 to 
37.1 per cent. This compares with 
33.8 per cent in October, 1955. 

This steepening of the rate of 
credit expansion in the latest period 
is partly a consequence of the fact 
that in the previous period the trend 
was moderated by an exceptionally 
large fall in advances (by (£71 
millions); this was partly attributable 
to special and temporary influences, 
and was followed in October by a 
small net rise, including a frac- 
tional rise in the outstanding over- 
drafts of the nationalized industries. 
The mid-October Exchequer ad- 
vances to these bodies, which co- 
incided with the banks’ make-up, 
totalled £18 millions compared with 
£354 millions in September. 


Prize Bonds Debut 


The National Savings Movement 
proved to be ill-fated in the launching 
of the new premium savings bond 
on November 1 (why, incidentally, 
honestly be called a 


cannot it 
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‘prize’? bond ?), but in spite of 
the crisis the opening sales have been 
substantial. In the first week £15.6 
millions of bonds were sold, and in 
the second week £9.8 millions, just 
over half of them through the clear- 
ing banks. At the moment of writing 
the daily sale is running at or a 
little below {1 million, but some 
improvement seemed likely before 
the month-end, because all Novem- 
ber issues rank in the first draw 
for tax-free prizes next June (unless, 
of course, the holders have mean- 
while claimed repayment, as they 
may do at any time). December 
issues will rank for the July draw, 
and sales of them may be stimulated 
by the gift-token scheme. 


Only a moderate proportion of 
the initial response appears to have 
been at the expense of other 
‘national’ savings media. But, as 
is usually true of any new security 
that appears attractive, much of it 
must have been at the expense of 
‘idle’ balances at the banks. Ob- 
viously, virtually all the purchases 
in large blocks—the limit upon any 
individual holding of premium bonds 
is {500—must have this effect. The 
extent to which such purchases may 
dominate the initial response cannot 
be gauged from the published sta- 
tistics, but a valuable guide to the 
summer’s experience with the new 
savings certificate is afforded by a 
special analysis. ‘This shows that 
between 72 and 73 per cent of the 
certificates sold in the first two 
months (August and September) 
were bought in blocks of 100 or 
more. During the last nineteen 
months of the previous issue of 
certificates, the highest monthly ratio 
of large purchases was 63 per cent, 
and in the last three months the 
proportion was little more than one- 
half. Up to November 17 sales of 
the new certificate had reached {161 
millions. 




















Counting the Cost 


N any reckoning of the consequences of the Anglo-French intervention 

in the Israel-Egypt war the political consequences unquestionably out- 

weigh, and in the long run will largely determine, the economic ones, 

with which alone this article is concerned. How well, and how fast, 
will the damage to the Western Alliance be repaired ? How far, and how 
fast, will the United Nations extend and build upon the slender base of its 
new-found realism ? How far will the seething politics of the Middle 
East, now starkly displayed to the world in all their urgency, be constrained 
into some workable settlement? The ultimate economic accounting of 
this crisis, no less than the political, must turn in the end on the gain or 
loss measured by such tests as these. 

Economics likewise waits upon politics even in the short-term reckoning 
—upon politics and upon sheer physical facts as yet unmeasured. ‘The 
Suez Canal is blocked, but the duration of its closure may depend as much 
upon when politics permit the clearance of the Egyptian sector to begin, 
and by what agencies, as upon the number and nature of the physical 
obstacles. A comparable double calculation extends to the damage done 
to the Iraq Petroleum Company’s pipeline in Syria. And, looking west 
instead of east, the extent to which the large void in Europe’s oil supply 
can be filled from the western hemisphere depends not only upon the 
physical availabilities of oil and shipping and European dollar reserves, but 
also—and perhaps especially—upon the degree and speed of co-operation 
by the United States administration. 

‘'wo months ago, when the hazards in economic guess-work were some- 
what less dismaying, we refused to indulge in crystal-gazing: we shall 
certainly not compete with the Middle East astrologers now. New burdens 
have been thrust upon Britain’s economy, and the damage they will do 
will depend very largely upon how long they have to be carried; but nobody 
as yet can reliably estimate this vital factor. It may be significant, but is 
not necessarily so, that the successive unofficial guesses have recently 
become somewhat less pessimistic: most of them are assuming that, while 
a normal traffic through the Canal cannot be expected for six months or 
more, some traffic may be possible rather sooner than that. ‘The chances 
of restoring any flow of oil through the IPC pipeline are now seriously 
prejudiced by the tension between Syria and Iraq. 

Though the weight of the burden defies estimation, a good deal can be 
deduced about where and how it is likely to press, and some rough estimates 
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can also be framed of the damage that is already inescapable even on the 
most favourable assumptions. The strain will be felt upon the balance of 
payments, especially upon the gold and dollar reserves; upon the budget; 
upon domestic stocks and production costs; and in some degree upon the 
volume of output. The problem may be best examined under these heads; 
but it should first be noted that the strains under each will not necessarily 
be proportionate to the duration. ‘That might be broadly true if the dis- 
location proved to be neither large nor prolonged—if the oil shortage at 
home, after rationing and substitutions, rigorous economies and drafts on 
stocks, still left the level of production substantially unimpaired. But if 
the industrial dislocation is considerable, the repercussions will become 
still more complex, since there will then be a risk that the strains will mount 
cumulatively—and even less predictably. 

Needless to say, the crux of the problem in almost every one of its 
economic aspects is oil. After our lengthy study last month of the salient 
facets of Middle East oil as they looked on the eve of the Anglo-French 
intervention in Egypt,* we do not propose to add estimates of our own to 
the voluminous but still speculative arithmetic of these latest weeks. 
Though the Government promptly gave the oil companies authority for 
purchases of American oil, it has so far kept silent about the amount it 
hopes to get and how much it is prepared to spend, if only because its 
calculations must be in part dependent upon the joint planning upon which 
the OEEC has now wisely embarked, in the effort to ensure that there will 
be no wild scramble for dollar oil. ‘The statutory rationing of motor fuels 
that begins on December 17 and the varying cuts in deliveries of oil for 
other purposes—industrial supplies of fuel oil and gas/diesel oil are at 
present cut by 10 per cent, but on January 1 the gas/diesel cut will become 
20 per cent—are based on an estimated shortfall of 25 per cent in total 
supplies. Unofficial estimates, relating to Western Europe as a whole, 
had assumed a net shortfall almost as large as this, even after the Middle 
East oil brought round the Cape and through the pipelines (with some 
flow reckoned from IPC) had been supplemented by western hemisphere 
oil to the limits of likely availabilities of tankers. 


Impact on Balance of Payments 


What these assumptions may mean in terms of gross additional dollar 
outlay by Britain must depend upon a variety of imponderables—the manner 
in which the western and Middle East supplies are shared between the 
several OEEC countries if a collective exercise is undertaken, and how far 
the fob prices for dollar oil and tanker freights are pushed above their 
pre-crisis levels—both have been rising ominously in recent weeks. The 
estimates of costs to Britain have ranged from $13 millions a month to 
more than twice as much. But such direct dollar outlays represent only 
part of the prospective dollar strain from the oil account. Britain must also 





* Reprints of this study, “‘ Middle East Oil: Europe’s Lifeblood ?’’, are available in a 
28-page booklet, with separate map of the oil regions and comprehensive table of producing 
interests, output, proved reserves, royalty payments, etc. (Price 1s 6d, post free.) 
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face a reduction in its oil earnings in Western Europe, partly through the 
decline in direct shipments of British-controlled Middle East oil and partly 
because of the expected cut in its own substantial re-exports, mostly of 
refined products. ‘The effective dollar loss on this account, allowing for 
the fact that the credits through EPU earn or save dollars to the extent of 
75 per cent, will be considerable; but the reduction in payments to the 
Middle East, notably to the sheikhdoms, should in the end reduce the 
pressure upon sterling in the unofficial markets. 

These prospective strains will be superimposed upon the psychological 
pressure upon sterling, which has inevitably been intensified in the past 
month, and is more fully discussed in the following article. Even if the 
dollar oil costs and losses fall short of these disquieting estimates, it is 
evident that the drain upon dollar reserves is likely to be much the most 
immediately menacing of the economic consequences of this crisis. Upon 
the balance of payments as a whole the repercussions from the oil account 
may be less severe. ‘The loss of oil company revenues, accounted as 
invisible receipts, will inevitably be larger than the portion that affects the 
dollar account through EPU, since transactions with other areas, notable 
the East, are also involved; but, since Britain’s total retained oil imports 
will be substantially reduced, the effect of the costly dollar purchases upon 
the total bill in terms of sterling may be approximately offset, and some 
net reduction is possible. 

Similarly, the visible balance on transactions other than oil will not 
necessarily be strained; there is no apparent reason for expecting the direct 
impact of shipping delays and shortages to be more marked upon exports 
than upon imports. In the very short run, indeed, the actual payments 
balance for visibles may be improved; arrivals will at first be more affected 
than departures, and the loss of export receipts will lag behind the slackening 
of shipments. The rise in commodity prices, which threatens further 
deterioration in the terms of trade, will also take time to exert its effect. 
The main danger for the visible account, it seems, lies not in these likely 
direct effects but in the possibility that shortage of oil and of other imported 
supplies may so dislocate domestic production as to prejudice exports 
indirectly as well as directly; and in these circumstances of serious domestic 
disturbance even greater efforts would doubtless be made to procure 
essential imports—for example, American coal—up to the utmost limits of 
shipping capacity. As any such strains would develop after the cushioning 
time-lags had expired, the total deterioration, on this sombre hypothesis, 
would then be the more marked. 

On invisible transactions apart from oil revenues the main impact will be 
upon shipping earnings and Government payments. The net effect of 
rising freights combined with Government requisitioning cannot be guessed, 
but it will not necessarily be adverse. Governmental expenditures over- 
seas, mostly within the sterling area, have obviously been considerably 
increased, possibly to the extent of one-third of the budgetary cost of the 
action in the Middle East. 

This budgetary cost will be less than is widely supposed, since it repre- 


743 











sents only the additions to the provisions in the original defence estimates 
and not the total true cost of providing, moving and maintaining forces and 
sending them into action. On this basis, the cost in the current fiscal year, 
from the moment of the nationalization of the Canal, was officially estimated 
last month at £35-50 millions; by the eve of the action as such, the cost 
was probably rather less than £20 millions, of which about one-third repre- 
sented the payments for requisitioning of ships. The Minister of Supply, 
speaking on behalf of the Chancellor, has asserted that these outlays are 
not large enough to “‘ upset in any way the disinflationary balance of the 
budget ’’; and Mr Macmillan himself still hopes to attain the originally 
estimated surplus on the remainder of his budget—that is, an above-line 
surplus of £460 millions minus the {35-50 millions. This is a rather 
remarkable hope, for two reasons: first, because the above-line account 
has been running far below the trend implied by the budget, and secondly, 
because the budgetary impact of this crisis is not likely to be limited to the 
direct outlays. The decline in imports is likely to impinge quickly upon 
receipts from customs and later from excise, and the cut in petrol consump- 
tion may have particularly marked effects: it could reach {20-25 millions in 
the current fiscal year. 


The Domestic Burden 


In the short run, while the cushion of stocks is giving relief, domestic 
industry other than transport may suffer inconvenience and patchy dis- 
turbance rather than any considerable dislocation. It is important, how- 
ever, to ensure that this relief is not enjoyed at the risk of a sharp squeeze 
a little later on, before the American supplies can ease the strain; it is not 
certain that the oil cuts are sufhcient to give this reassurance. Due 
economy also needs to be quickly contrived in other supplies liable to be 
reduced. For the same reason, it seems desirable that increase in costs of 
production or procurement should be transmitted to prices without delay; 
and in petrol a case can even be made for raising prices forthwith to the 
level suggested by estimated replacement costs. If these precautions are 
taken, it is possible, on optimistic assumptions about the reopening of the 
Canal, that the total damage to the home economy may not be large. An 
average cut of 25 per cent in oil supplies could probably be borne for a 
few months without developing serious or cumulative effects, given a flexible 
allocation of motor fuel to industry and more flexibility for “‘ C ”’ vehicles, 
and provided that the needs of the big industries—notably steel and glass 
—that are heavily dependent on oil fuel could be substantially met. Over 
the whole range of industry, oil accounts for only one-tenth of the total 
energy supply. 

For that reason, even if the stoppage is protracted, the risk of serious 
cumulative reactions, stemming from a slowing down of production through 
shortage of transport and fuel, may be less than most popular comment 
has assumed. But whatever safeguards are devised, some loss of output, 
with its accompanying short-time working and dismissals, is likely to be 
experienced. These effects will probably be felt sooner through frustration 
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of exports than through shortage of imports, unless the export industries 
are able to increase their domestic sales correspondingly—a solution that 
will evidently not be open to the most vulnerable exporter of all, the auto- 
mobile industry. If some guess must be made at the order of magnitude 
that might be involved at worst, it might be put in this way: the total rate 
of decline in production is not likely to surpass that experienced during the 
disinflationary pressure of 1952. 

But if the impact on current output proves to be very much less than 
this, as well it may, the total economic burden fastened upon the economy 
will still be large. ‘The escape from serious dislocation and hardship will 
have been attained chiefly at the cost of a drain upon stocks, severe further 
damage to the gold and dollar reserves and to the non-dollar current 
balance of payments as well. Even if, as has been suggested, the visible 
(non-oil) account shows no immediate net deterioration, that would still 
conceal a real strain, because a substantial part of the lost imports will have 
to be replaced eventually, whereas much of the frustration of exports would 
represent an irretrievable loss—in the sense that new business must be won 
to make it good. Some of the immediate consequences of this crisis may 
appear to be disinflationary—the loss of exports has this effect, and so has 
the payment for imports by recourse to dollar reserves. Other conse- 
quences, such as the increased Government expenditure overseas, have no 
immediate domestic effect. But almost every one of them represents a 
future burden, a future inflationary strain—except only to the extent that 
the real price is being paid currently, by enforced or voluntary abstentions 
from domestic consumption that ease the pressure upon stocks, upon 
imports and upon the gold reserves and upon other capital outlays. 

This does not mean that the immediate problem is susceptible to the 
remedies customarily advocated in former crises of inflationary strain: this 
time the primary strain arises from sheer physical limitations. A general 
disinflationary pressure could not quickly or economically redress the 
balance by cutting imports and stimulating exports, since the volume of 
both is mainly determined by shipping availabilities. That will be the 
later task of financial and economic policy, but its immediate task is the 
much more difficult one of minimizing the pressure on stocks and reserves 
and of keeping the economy in good trim to repair the damage when the 
physical limitations are removed. ‘This means that domestic spending 
power released by the enforced curtailment of spending upon motoring and 
of other activities needs to be mopped up—unless there is a parallel decline 
in demand arising from short-time working, rising unemployment and a 
faster rise in prices than in wages, and an effective release of supplies through 
switches from exporting industries. Unless the dislocation is severe, such 
offsetting influences are likely to leave a net increase in spending pressure. 
In the short run there is little that can be done about this except to appeal 
for restraint—but to back the appeals by firm monetary policy and by 
warnings that, unless the response is good, the prospect for budgetary as 
well as monetary policy, when these weapons can be used with full effect, 
will be bleak. 
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Reintorce the Reserves? 





HE immediate impact of the Middle East crisis, as our opening 
article points out, falls upon Britain’s economy at its weakest 
point—the gold and dollar reserves. Much will obviously depend 

upon whether these have to face not only the inescapable but still 
unpredictable strains on current account, but also a continued pressure 
from capital transactions of various kinds. Psychological influences could 
add seriously to the burden; but it is also possible, on optimistic assumptions 
about the crisis as a whole, that they might in the fairly near future actually 
afford some degree of relief. In these first few weeks, inevitably, it is from 
the capital account that the major strain has come. During October, 
although the gold reserves dropped by a further $84 millions, the psycho- 
logical pressure upon sterling had been much less marked than at any time 
since the first Suez shock at end-July; but from the moment of the Anglo- 
French ultimatum on October 30 it mounted to a new intensity. 

This pressure arises not only from overseas fears about sterling as such; 
it also reflects the wider international fears and precautionary actions that 
are bound to impinge on an international currency in such a phase as this. 
Sterling has had to face a further adverse movement in the leads and lags 
of international payments, a pressure arising from precautionary purchases 
of raw materials by international as well as resident holders of sterling, and 
simultaneously a more deliberate running down of sterling balances, 
especially by middle eastern countries. 

Partly for this reason, the sharpest strain in the exchange markets in the 
past month has been felt by transferable sterling. Substantial official 
support has been necessary to hold the transferable rate at $2.73-74, which 
the authorities now appear to regard as the necessary support point. 
Security sterling, too, has fallen sharply, from around $2.60 to $2.50, 
occasionally dipping even below that, to its lowest since the summer of 
1952. This latest fall, and the accompanying rise in the premium on dollar 
stocks in the London market (to 12 per cent and more), are attributable to 
influences similar to those experienced in August, when the authorities 
intervened to check the rise in the premium; Americans have been selling 
sterling securities, while sterling residents have increased their demand for 
dollar stocks. | 

In the official exchange market sterling fell on the day of the ultimatum 
from $2.78%¢ to $2.78}, at which it was held by considerable official support. 
Through the first three weeks of November the rate barely rose above that 
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point, and support was needed repeatedly though not continuously. Much 
of the pressure appears to have arisen from commercial transactions; such 
transactions had indeed apparently played a substantial part in the drain 
upon reserves in October. This does not mean, however, that last month’s 
experience is any measure of the current strain: the seasonal commercial 
demands were being intensified by large and partly speculative purchases 
for stock as well as by the first payments for American oil. Aside from 
such operations, the psychological and capital strains seem to have been 
mainly confined to the first few days of the month; indeed, on a number 
of days subsequently, the market was benefiting from a covering of short 
positions. In this context it is significant that after the initial fall sterling 
rallied perceptibly in terms of the D-mark and other continental currencies. 


Sterling’s *“‘ Technical ’’ Reserve 


The fact that any relief at all has been discernible in a phase of such 
universal nervousness is a reminder of two special factors that, taken together, 
could afford substantial relief eventually. A considerable part of the drain 
upon the gold and dollar reserves since end-July is potentially self-reversing, 
in the sense that it is the counterpart of a running down of sterling balances 
and the opening of short positions that will ultimately have to be closed. 
There is no statistical measure of the extent of such movements, but it is 
relevant to recall that by end-June, the latest date for which figures of 
sterling balances are available, holdings by non-sterling countries were 
already unusually low; they stood at £649 millions, their lowest since mid- 
1953 and £126 millions below the relatively high point (for recent years) 
reached at mid-1954. Since then there has unquestionably been a further 
significant reduction; and in informed circles it is believed that the level of 
working balances and the extent of the short position in the technical sense 
must now be approaching points that had previously been regarded as the 
practicable limits. 

Such calculations have little relevance so long as the international tension 
and abnormal fears for sterling persist; in such conditions the adverse 
swing of the capital account could obviously go further. But they do 
demonstrate that, when once the general atmosphere permits a return to 
strictly rational judgments and fears begin to abate, the closing of short 
positions could provide substantial relief. 

Whether and when this happens will depend upon the second special 
factor in this crisis. "The underlying threat to sterling is not, as in former 
crises, the outcome of a failure of domestic economic policy and a conse- 
quent fundamental disequilibrium in the balance of payments. It is the 
direct result of physical stoppages of limited though not yet reliably pre- 
dictable duration. The test that overseas interests can be expected to 
apply, when they look rationally at the problem, is whether sterling’s 
reserves can stand the strain through this limited phase. ‘They will judge 
partly by the level of the reserves, partly by the indications of the duration 
of the stoppage, and partly by the evidence of how considerable the current 
strain is proving to be. The fact that the reserves will be falling should 
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not, of itself alone, determine the attitude of overseas opinion; it is to meet 
precisely such a situation as this that reserves are held. 

At the end of October, just after the first impact of the Israeli invasion 
had been felt, the reserves stood at $2,244 millions. They were then $120 
millions above their level at end-1955; but without the $177 millions 
received from the sale of the Trinidad Oil company they would have fallen 
on balance by $57 millions—and since end-July by $338 millions. At their 
low point before the devaluation of September, 1949, it may be recalled, 
they stood at $1,330 millions. The attitude of overseas observers in the 
face of a further drain will obviously be strongly influenced by their judg- 
ment of how large a fall the British authorities would regard as tolerable in 
the special circumstances. In this context it is important to recognize that 
in such circumstances there are several ways by which the reserves might 
be buttressed. 

The Chancellor stated in the economic debate last month that “ our 
reserves have behind them very substantial reinforcements which can, | 
believe, be brought into piay’’. He probably had first in mind the aid 
obtainable from the IMF. Under the recent interpretation of the Articles 
of Agreement made by the Executive Board, the Fund will automatically 
grant, ‘‘ unless there are overwhelmingly strong reasons for not doing so ”, 
any applications for credits within the “ gold tranche ’—that is, purchases 
that do not raise the Fund’s holding of the member’s currency above 
100 per cent of the quota. The United Kingdom’s quota of $1,300 
millions in the Fund was paid 82 per cent in sterling and 18 per cent ($236 
millions) in gold; and the Fund now holds no more than that sterling. 

Under the recent interpretation, Britain’s first and virtually automatic 
line of credit is thus $236 millions. But under the Articles of Agreement, 
members “ shall be entitled ’’ to purchase foreign currency, provided only 
that it is needed for purposes consistent with the provisions of the Agree- 
ment, to an amount that does not cause the Fund’s holdings of their own 
currencies to rise by more than 25 per cent within a period of twelve 
months. On this basis, Britain’s automatic line of credit could be up to 
$325 millions. Furthermore, under the “ liberal attitude ’’ announced in 
the Fund’s report for 1955, ‘‘ members . . . who face balance of payments 
problems of a temporary nature . . . may confidently expect a favourable 
response from the Fund to a request for a drawing within the first credit 
tranche ”’ (i.e. drawings following on the gold tranche that raise the Fund’s 
holdings of a member’s currency to between 100 and 125 per cent of its 
quota). ‘The Executive Board of the Fund has in practice waived the 
25 per cent limitation on a number of occasions; and some grants of credits 
have reached 50 per cent—notably the stand-by credit granted last month 
to France, which provides drawing rights up to $262.5 millions in the 
next twelve months. In Britain’s case, interpretation of the practice of 
liberal treatment up to 125 per cent of quotas would permit an immediate 
credit up to 43 per cent of the quota, that is, $561 millions—the gold 
tranche plus the first credit tranche. The credit would be expected to be 
repaid within three to five years. 
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Aid through the Fund would have the advantage of bearing a merely 
nominal charge. Drawings within the gold tranche are subject only to an 
initial service charge of 4 per cent, while interest on drawings under the 
first credit tranche is at less than $ per cent for the first year, rising by 
a further 4 per cent in each subsequent year. Money from the Fund 
would thus be much cheaper than a loan from the Export-Import Bank, the 
United States Government agency that lends on commercial terms (probably 
between 4-5 per cent for a loan to the British Government). It is believed 
that an offer of an Export-Import loan to finance additional dollar oil imports 
into Western Europe was made following the nationalization of the Suez 
Canal in the summer. The United States Administration has been silent 
on this matter since the new crisis following the Anglo-French intervention, 
but there is no reason to believe—at all events, once the issue of Britain’s 
withdrawal has been resolved—that a request for a loan would be refused. 

Another reinforcement to the reserves to which the Chancellor may 
conceivably have been referring may be found in the dollar securities that 
used to be pledged as collateral against the loan from the Reconstruction 
Finance Corporation and have remained in the ownership of the United 
Kingdom Government since the loan was repaid in 1951. The exact 
amount involved is not publicly known. When the loan was first raised 
during the war the securities pledged against it were valued at about $400 
millions. There have been occasional sales of these securities since 1951, 
but the amounts involved in these sales have been small, and many times 
outweighed by the rise in market prices. It is estimated in well-informed 
quarters that the present value of the portfolio must be close on $1,000 
millions. In order to realize these securities for dollars, of course, it would 
be necessary to sell them not in London, as has been the case with the few 
sales made during the past eighteen months, but in the New York market. 
It is difficult to believe, however, that the Chancellor intends to sacrifice 
good dollar investments, many of them growth stocks of prime quality, in 
order to pay for oil that would be immediately consumed. 


Invoke the Loan Waiver ? 


An even more dubious expedient much discussed in some circles is for 
Britain to ask the United States and Canada to invoke the waiver on the 
interest due on December 31 on the post-war loans. An interest waiver, 
unlike the calling of secondary reserves into the front line, would create 
no parallel liability or destroy earning assets; but for Britain to seek it 
would be at once unrealistic and unwise. The amount due at the end- 
year is some $176 millions, of which $104 millions comprises interest and 
$72 millions repayment of capital. Under the 1945 agreements, the waiver 
of interest can be invoked if each of two conditions is satisfied. The 
first requires merely that the Government of the United Kingdom finds 
the waiver necessary “‘in view of the present and prospective conditions 
of international exchange and the level of its gold and foreign exchange 
reserves’. ‘The second condition, however, is that the IMF certifies that 
over the preceding five years United Kingdom exports plus net receipts on 
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invisible account have averaged less than the annual average of UK imports 
in 1936-38, which in the Agreement was given as {866 millions, to be 
adjusted for changes in import prices. ‘The interpretation of this particular 
clause is shot through with statistical difficulties, partly because the com- 
position of United Kingdom imports over the intervening period has been 
fundamentally changed, but also because the “ invisibles’’ are no longer 
the same set of items as in 1945. 

Moreover, any arithmetical calculation of how far these conditions now 
appear to be satisfied is an academic exercise. The next clause in the 
Agreement lays down that if the waiver is successfully invoked there must 
follow a proportionate reduction in the releases and repayments on the 
debts represented by sterling balances accumulated during the war. ‘This 
clause was written into the 1945 agreement on the assumption, then 
prevalent, that there would be a co-ordinated attack on these sterling 
balances, which would result in a tidy settkement under which some of 
the balances would be freed, some would be funded and the remainder 
written off as a contribution by the creditors to the financial effort of 
financing the war. In the event, these balances have not been dealt with 
in this way. ‘The wartime accumulations of sterling have been thoroughly 
mixed up with balances resulting from post-war operations, and it would be 
beyond the wit of any mathematical or legal wizard to interpret the impli- 
cation of the waiver requirement for treatment of sterling balances to-day. 

The untidiness and uncertainty of the relevant clauses of the Financial 
Agreement undoubtedly call for redress. It has been reported that some 
time ago such a suggestion was put forward by British officials to the 
United States authorities, apparently in the context of a request to relieve 
Britain of any obligation to stop payments on all overseas debt should the 
waiver be invoked. But the present is hardly a propitious moment for 
reopening the discussion. A re-interpretation of the Financial Agreement is 
indeed desirable; but Britain must undertake it from a position of strength 
—and in a more equable political climate. 


The Eisenhower Victory—and Britain’s Dollar Trade 


In the long run, of course, Britain’s dollar burden must be carried not by 
temporary expedients but by an increase in its dollar earnings. ‘The British 
Government itself can help to further this by maintaining a firm hold on 
spending at home; it may even do something by continued exhortation. 
But in a sense the chances depend very largely upon the United States— 
upon the pace of its economic activity and upon the liberality of its trading 
policies. 

The message for Britain’s economy of Mr Eisenhower’s re-election is 
modestly reassuring—particularly as far as the future level of business in 
the United States is concerned. The President’s victory was a personal 
triumph: the popular vote was massively in his favour, yet both houses of 
Congress will be controlled by the Democratic Party. Only once before in 
the history of the United States has the nation “ split the ticket ”’ in a year 
of a Presidential election. On this occasion, there is little danger that the 
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political division will result in a paralysis of policy or action. General 
Eisenhower at the White House and a Democratic Congress have already 
given evidence of their ability to co-operate. 

For business, another four years of Republican Administration will 
provide the kind of government it likes. In the immediate future all seems 
set for a further expansion in industrial and business activity. The 
seasonally adjusted index of production, which had reached a peak of 144 
(1947-49= 100) in December, 1955, and had slumped to 136 by mid- 
summer (owing largely to the steel strike), had recovered to 144 again by 
September and has since broken into fresh high ground. Indeed, there 
have been signs that the expansion of the economy is verging on the margins 
of inflation. Capital expenditures continue to break all previous records. 
American manufacturers have long been stimulated by the need to cater for 
a growing population; and the “‘ baby boom ”’ of the war and the immediate 
post-war years will by the 1960s be giving a still stronger stimulus. 

There are signs of inflationary danger in the expansion; in particular, the 
rate at which consumer credit has been growing over the past year, from 
$32 billions to over $37 billions, is causing concern among conservative 
observers. A steadying hand has, however, been provided by the central 
banking authorities, who were not inhibited from intervening by the recent 
election campaign. ‘The Federal Reserve has once again demonstrated its 
courage and independence. 

While the auguries for a continued expansion of the American economy 
are good, the auguries on the front of foreign trading practices are at best 
neutral. President Eisenhower remains a liberal at heart, whether in his 
political or economic philosophy. So far, however, he has shown little 
inclination to implement his economic liberalism in appointing liberal- 
minded ministers. In such key posts as the United States Treasury and 
Department of Commerce he has appointed dyed-in-the-wool protectionists 
who may yet hold to their jobs in the President’s second term. Nor can 
it be assumed that the Democratic Party remains wholly faithful to its 
free trade tradition. It is now becoming too close to a Labour party to 
be a stronghold of free trade ideas; and the movement of industry into the 
deep South has invaded this traditional agricultural stronghold of free 
trade Democrats. It would be unwise to look for a rapid move towards 
more liberal trading policies by this Administration and Congress. It 1s 
becoming more than ever doubtful whether the United States will ratify its 
undertaking to become a member of the Organization for ‘Trade Co-operation, 
which was to take over the operations of the General Agreement on Tariffs 
and ‘l'rade. That, however, need cause no undue concern. The GATT is 
well established and though the move towards further dismantling of trade 
barriers may not proceed rapidly, it is likely to make further progress in 
the years ahead. Looking far ahead, a common market in Europe and an 
associated free trade area, which would put American exporters at a com- 
petitive disadvantage within Europe, might exert a much more powerful 
argument than present exhortation to induce the United States to set in 
train a real dismantling of its obstacles to trade. 
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Has the Gamble Come Off ? 


WAS misguided enough last month to suggest that from then on the 

Suez question might sink back, economically speaking, into relative 

unimportance. Never were words more quickly made nonsense of. 

I did indeed hedge to the extent of saying that the cauldron of Arabian 
politics seemed to be seething more ominously than usual. But I had no 
suspicion of what was to come—and even to come before that issue of 
The Banker had reached its readers. It was on October 29 that the Israelis 
invaded Egypt and on October 31 that the Anglo-French intervention 
began. Since then we have lived through excitements and alarms, alterna- 
tions of fear and hope, vehement public and private debate and party 
cleavages which have only in my lifetime been paralleled in the Munich 
weeks in 1938. 

Now that the United Nations police force has appeared on the scene, 
there is again a chance—one says it with crossed fingers—that things may 
quieten down politically in the Middle East. If they do they will still have 
left a tremendous legacy of economic damage and loss which will have ,to 
be made good before international commerce and, indeed, domestic life can 
return to normal for Western Europe and Britain. 

In Britain, more than in any country except perhaps France, there will 
be a lot of fresh thinking to be done about monetary and economic policy. 
Before I come to that, however, I feel that I must say something about 
my own attitude to the Government’s actions in the past month. I have 
expressed views on its Suez policy in previous issues of The Banker and | 
think I owe it to my readers to “‘ come clean ”’ on my latest reactions. 

My first reaction to the intervention decision was one of shock. My 
second, almost simultaneous, was the thought “I would never have had 
the courage to go in for such a gamble”’. And my third was the thought, 
‘* Well, the gamble may come off and so justify itself’. 

That, roughly, is where I stand now. It is impossible yet to decide 
whether the cost of our adventure will justify the risks taken. Perhaps 
only history will be able to arrive at a trustworthy judgment on that. But 
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it is, I think, now clear that the dangers of doing nothing were much greater 
than the ordinary public could have any idea of in September or October. 

The Prime Minister and the Government, in acting as they did, showed 
much greater courage and powers of decision than I, at any rate, gave them 
credit for. ‘The price to be paid for their action, in repairing the economic 
and physical damage sustained, will be high. It may still be judged 
hereafter as not too high. 

This does not mean that I think the Government was right in everything 
that it did. I am sure that it made many mistakes—in handling the matter 
with the United Nations and with America, in its public relations at home, 
very possibly in its judgment of the precise moment for intervention. One 
is tempted to add that having once gone in, it was very likely wrong in not 
making a job of it by going through to Suez and chancing another instal- 
ment of Russo-American wrath. I am debarred from taking that line 
because I confess that if I had been in the Prime Minister’s place I too 
should have accepted the United Nations decision to replace our troops by 
their contingents. One can only hope that this first experiment in UNO 
policing will work out more successfully than first attempts commonly do. 

But, I shall be asked, “‘ what about our signature of the United Nations 
Charter? Was it right to dishonour that?” On this matter I have 
somewhat modified my earlier view. I do not think that one can regard 
the United Nations as a settled and sanctified system of law and order, such 
as exists and is obeyed without question by the vast majority of citizens in 
civilized communities. 

I respect the views of those who think that having set our hand to the 
Charter we should abide by it, come what may—though I am not much 
impressed by the strident and self-righteous way in which some of them 
have expressed those views. But I think they follow the path of legalism 
rather than law. I think that they yield to emotionalism and to what a 
correspondent of The Times aptly called the “incantational value” of 
adherence to a code, to the exclusion of reason and common sense. I have 
very little use for hair-splitting exercises that seek to distinguish between 
the seizure of the Canal and the Israeli-Egyptian conflict and to lay down 
the precise line that the UNO forces should occupy. I feel utterly con- 
vinced that but for Sir Anthony Eden’s courage the United Nations would 
have done nothing at all in the Middle East until the whole area was up 
in flames. He may have made mistakes, he almost certainly did, but he 
took a bold decision in a situation that cried out for action. ‘The massive 
and spontaneous swing-round of public opinion to his support in the face 
of a preponderantly hostile press, was a remarkable tribute to his reso- 
luteness. 

But enough of this. What of the economic consequences of Nasser or 
Eden, according to which way one chooses to put it? The difficulty in 
even starting to answer that question is that we cannot yet assess even 
approximately the amount of the direct and tangible damage to oil instal- 
lations and transport facilities in the Middle East. Nasser’s wholesale 
sinking of ships in the Canal is a measure of his malevolence and a con- 
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vincing proof that there can be no confidence in the security of the Canal 
while he is there. But it provides us with no measure for ascertaining 
whether it will take six months or a year to free the Canal, or even the date 
at which the salvage operations can effectively begin. The latest news as 
I write is fairly favourable in both respects. It indicates that the clearance 
work should begin without undue delay and that once begun it should free 
the Canal for the passage at least of medium tonnage ships in a matter of 
weeks rather than months. 

Obviously much the worst direct blow to our economy will be the 
shortage of oil. The Economist has suggested that we and Europe may be 
able with help of purchases in the Western Hemisphere to maintain oil 
supplies at about 80 per cent of normal. The big commercial users are 
road transport and a handful of industries, notably steel and glass. It will 
take a lot of organization and co-operation to see that essential supplies to 
these are maintained, but certainly a cut of 20 per cent is not going to be 
crippling. So far as transport is concerned, rail, not yet dieselized to any 
extent, can take a considerable part of the load off road—and by an odd 
swing of the wheel of fortune put poor half-bankrupt British Railways 
temporarily on their feet again. In industry, too, there is scope for the 
coal-to-oil conversion to go into reverse—if the extra coal is available. 
Dare one hope that in this emergency the miners will cut their absenteeism 
rate a little and produce some more coal? Dare we hope that the ship- 
builders will speed up the production of tankers so that more tonnage may 
be quickly available for the long haul round the Cape? I suppose in the 
present state of relations between capital and labour, either hope is a rather 
forlorn one. 


Suez and the Spiral 


That brings me to what I believe is the kernel of the problem. It 1s 
not so much the direct economic effects of Suez which are to be feared 
but the indirect effects—the ‘‘ multiplier ” effects, the psychological effects. 

The immediate implications of Suez are clearly inflationary. ‘There will 
be reduced availability of goods. Incomes will tend to go on as before. 
There will be, and should be, some rise in prices. Oil will go up and so 
will many other imported commodities. The “price plateau ’’ clearly 
cannot be maintained. I am not saying that there will be any such soaring 
of prices as happened after the Korea outbreak in 1950. So far, at any rate, 
the circumstances are quite different. 

But if there is even a modest rise of, say, no more than five points in the 
retail price index, then, on present form, we are going to have demands for 
corresponding wage advances. ‘These, if granted, would set the wages- 
costs-prices spiral spinning again more merrily than before. In any case, 
we already have the current round of demands still to be disposed of. The 
demands were put forward before the crisis developed. What is to happen 
to them in the changed circumstances of the present? Latterly it has 
seemed that the trade union leaders, having blown off steam at Brighton in 
September, were more inclined towards moderation. Meanwhile it is clear 
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that over a very wide range of industries profits are now falling. In one 
stricken industry, motor manufacturing, they must, by reason of the new 
Suez blow, be verging on the non-existent. In that industry, employers 
must now be in the position of having to return a flat non possumus to claims 
for wage increases. On the other hand, it would appear that over industry 
as a whole there is still—or was two months ago—overfull employment in 
the sense of vacancies exceeding workers available to fill them. The latest 
return actually showed a contra-seasonal increase in the excess. And it is 
a remarkable fact that in another, until quite recently stricken, industry, 
namely, cotton textiles, revival of activity is being seriously hampered by 
inability to obtain additional labour ! 

The demand-supply picture in the employment market seems at the 
moment to be a rather confused one. Employers will certainly show them- 
selves more resistant to wage advances than for some years past; yet it is 
still not clear that the bargaining position of labour has been greatly weakened. 
If shortage of oil or shipping were to lead to serious dislocation of industry, 
or again if big labour disputes were to develop, the picture would, of course, 
abruptly change. From an inflationary conjuncture we might plunge into 
a deflationary one. 


Less Complacent than the Chancellor 


At present, however, inflation, not deflation, is the danger. It is still to 
the control of inflation that the ‘‘ monetary authorities’ have to devote 
their thoughts and actions. So far they have revealed very little of their 
thoughts and taken no action. The Chancellor has appeared to treat the 
whole business rather lightly. He has said that the cost of the Suez opera- 
tions falling on this year’s budget should not exceed £50 millions and has 
indicated that this is not enough seriously to disturb the budget. (Judging 
by the current expenditure figures the layman could easily conclude that 
the shortfall on the budget will in fact be £100 millions or more; and he 
might recall that last April Mr Macmillan said that if he had not been able 
to wring from Departments additional economies of {£100 millions, he 
would have had to propose “ very heavy additional taxation”’.) He has 
suggested, too, that by reason of the fact that we had a favourable balance 
of payments in the first half of 1956 against an unfavourable one in 1955, 
we are in much better shape to meet the Suez crisis than we should have 
been a year ago. I take little consolation from this line of thought. 

The balance of payments on current account is more or less of an 
abstraction, anyhow. In time of trouble the only safe course is to regard 
the cash and let the credit go. Notwithstanding the $177 millions received 
from the sale of the Trinidad Oil shares, the gold and dollar reserve will 
at the end of the year be down below $2,000 millions. If we have to spend 
$300 millions on dollar oil it may well next summer be down below the 
“lows” of 1949 and 1952. That will be a pretty serious position, with 
only enough hard cash in the till to pay for six weeks’ imports. There are, 
of course, certain ways of strengthening the reserves and they should be 
used if necessary. But this is certainly no time for complacency about our 
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finances. It is no time for relaxing monetary discipline. The budget 
must be kept rigorously disinflationary. Credit control must be main- 
tained and tightened, if necessary, so that the rise in the general level of 
prices may be kept within bounds. I am not one of those who favour 
allowing the price of petrol to rise to an equilibrium level of, say, 10s or 12s 
a gallon. In the circumstances and as a temporary measure, I accept the 
reimposition of rationing. But if only to limit his loss of revenue the 
Chancellor should, without waiting for the next budget, have raised the 
excise duty on petrol. 

But, finally, there is something from which we can take encouragement. 
Saving seems to be responding well to the new stimuli. ‘The demand for 
the self-employed pensions may be less than the insurance companies 
hoped for, but the demand for the various brands of ‘“ National ”’ savings, 
including the Premium Bonds, has been astonishing. It is gratifying, too, 
to find that it has not been at the expense of the funds of the building 
societies. Since they raised their investment rates the societies have 
experienced a most satisfactory quickening of their inflow of share money. 
High rates of interest, despite the pathological dislike and distrust they so 
often evoke, are working in the classical manner. The maintenance of a 
high rate of saving through the coming months of stringency will go far to 
cushion the economic impact of Suez. 
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The Building of 


Benelux 


Professor Fames Meade here adds a 
further contribution to our series of 
articles on the problems bearing on the 
proposed establishment of a common 
market between six continental powers 
and an associated free trade area 
embracing Britain. Two general edi- 
torial articles appeared in the September 


Last month’s tssue also contained an 
appraisal by a Paris correspondent of 
Europe’s experience of the common 
market in coal and steel; Professor 
Meade now examines, also with special 
reference to the full European common 
market, the lessons to be drawn from 
the establishment of the Benelux eco- 





and November issues of ‘The Banker. nomic union.—EDITOR. 


By JAMES MEADE 


OR more than a decade now the Netherlands, Belgium, and Luxem- 
bourg have been engaged in building an economic union for the 
free movement of goods, services, people, and capital between them. 
The construction is not yet complete; the final Treaty of Economic 
Union has not yet been written. But there has been a series of partial 
conventions and agreements which have made Benelux a reality, in the 
sense that transactions within the Benelux area are much less impeded 
than transactions between the Benelux countries and the outside world. 
The purpose of this article is not to describe the benefits that have been 
derived from Benelux, but to consider some of the difficulties which the 
builders of Benelux have encountered. For this may forewarn one of 
problems which will arise in the formation of the wider European common 
market proposed between the Benelux powers and France, Germany, and 
Italy. | 
The easiest part of the building of Benelux was the formation of the 
customs union itself, namely, the removal of all customs duties on intra- 
Benelux trade and the institution of a single common customs tariff for 
imports from third countries into Benelux. ‘There were some technical 
problems involved in forming a common customs since the Dutch tariff 
had been mainly on an ad valorem basis and the Belgian mainly specific, 
the Dutch classification much less elaborate than the Belgian, and so on. 
Rather greater was the difficulty of determining the actual rates of duty 
for the new common tariff; in the case of tobacco, for example, the Dutch 
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had a strong interest in a low, and the Belgians in a high, rate of import 
duty. Another teasing problem was the treatment to be given to existing 
preferential arrangements in the two existing tariffs, since—for example— 
in the common Benelux tariff imports from the Belgian Congo had to receive 
the same preferences in the Dutch as in the Belgian-Luxembourg markets, 

None of these difficulties proved really formidable. ‘The Benelux repre- 
sentatives had only to reconcile two tariffs, both of which were in any case 
rather low. Moreover, the tariff adjustments took place immediately after 
the war when import duties were of little importance; trade was then con- 
trolled by quantitative licensing rather than by duties, and indeed many 
Dutch and Belgian duties were actually in suspense because, on price policy 
grounds, it was not desired to raise the price of scarce but controlled imports 
by imposing a tax on them. ‘The construction of a common tariff for a 
wider European common market is, therefore, likely to be more difficult. 

The final Benelux tariff negotiations happened to take place at the same 
time (1947) as the Geneva negotiations between most of the main trading 
countries which resulted in the General Agreement on ‘Tariffs and Trade. 
This enabled the Benelux countries to obtain a release from existing most- 
favoured-nation obligations to other countries so that they could remove 
their duties on imports from each other without removing them on imports 
from third countries. But existing commercial treaties threatened to tie 
the hands of the Benelux negotiators in another way also. For example, 
the existing Belgian import duties on motor cars had an incidence of about 
35 per cent, but the Netherlands was bound in an agreement with the 
United States not to tax motor cars at more than 15 per cent. A Benelux 
common duty on cars at an average intermediate rate could not be imposed 
unless the United States released the Netherlands from its binding. In 
Geneva in 1947 the Benelux countries not only obtained release from their 
most-favoured-nation obligations but also re-negotiated a vast range of their 
existing tariff obligations. ‘The same process would be necessary on a 
still vaster scale for any wider European common market. 


Problem of Excise Duties 


The Benelux countries intended also to unify their rates of indirect 
taxation—excise duties, sales taxes, and the like—but they have had limited 
success in doing so. This lack of success can be ascribed to two main 
reasons. In the first place, the Belgians have relied more than the Dutch 
for budget revenue upon indirect as opposed to direct taxes, and as a result 
the general level of rates of indirect taxation has been higher in Belgium 
than in the Netherlands. The unification of these rates would involve 
either a reduction in Belgian rates and a loss of revenue to the Belgian 
budget or a rise in Dutch rates and so a rise in the Dutch cost of living 
and a shift away from direct taxation in the Netherlands. Neither country 
has been prepared to make the quite extensive alterations in its domestic 
financial arrangements which would be involved. Secondly, there have 
been special difficulties of a social or political character in the way of a 
unification of the rates of excise duty on particular products. A notable 
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example is the excise on beer. In this case the Belgian rate of duty is much 
lower than the Dutch and unification would involve a sharp rise in the 
Belgian duty. But in Belgium beer is the national drink and brewing an 
important industry; and the Belgian parliament has been unwilling to 
consent to the necessary rise in the beer duty. 

It is doubtful whether the continuation of divergent rates of indirect 
taxation in the Benelux countries causes any serious economic loss. ‘That 
the authorities in Belgium should raise revenue by taxing the consumption 
of one product and those in the Netherlands by taxing income or another 
line of consumption, probably does not in itself introduce much economic 
waste. Moreover, the failure to unify the rates of sales tax and excise 
duties has had the incidental advantage of giving the national governments 
greater freedom of action in domestic budgetary policy. If all customs 
and excise duties had been unified, about half of the tax revenue in each 
national budget would have been derived from taxes whose rates could not 
have been varied without the agreement of the other partner. But the 
failure to unify such indirect taxes does mean that a tax control must be 
maintained at the frontier, since such taxes are normally administered by 
taxing home production and then exempting exports of the product and 
taxing imports. ‘The Benelux authorities have had to maintain a control 
at the common frontier for this among other purposes. 


Distributing the Revenue 


The Benelux countries have not experienced any great difficulty in distri- 
buting the revenue raised from their common customs tariff. The principle 
which they intend ultimately to adopt is that all revenue from the unified 
rates of customs and excise duties should be distributed between the Nether- 
lands and the Belgium-Luxembourg Economic Union* according to the 
amount of the consumption of the taxed products. In fact up to the present 
the revenue from customs duties has been divided by the simple process of 
each government keeping what it happens to collect. This is workable in 
Benelux, since goods for Dutch consumption enter in the main by Dutch 
ports and for Belgian consumption by Belgian ports. But it would hardly 
work for a wider common market in which, for example, goods for con- 
sumption in Germany might on a large scale enter the common market at 
Rotterdam. The revenue from the few excise duties which have been 
fully unified in Benelux is already distributed according to the consumption 
of the product. But this in itself involves the maintenance of a control for 
statistical purposes at the common frontier, since if a product is produced 
and taxed in Belgium and then exported for consumption in the Nether- 
lands, the Belgian tax authorities must pay over to the Dutch tax authorities 
a corresponding amount of revenue. 

The devaluation of the Dutch currency in terms of the Belgian currency 
in 1949 showed how fortunate it was that the principle of ad valorem rather 
than that of specific duties had been chosen for the Benelux common customs 
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° Within the Belgium-Luxembourg Economic Union the revenue from unified customs 
and excise is divided according to the size of the populations of the two partners. 
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tariff. ‘This tariff did contain some specific duties; and these few rates 
had to be re-negotiated between the Benelux partners. For as the guilder 
became worth less Belgian francs, either the rate of duty in guilders had 
to be put up or the rate of duty in Belgian francs had to be lowered in order 
that the two duties should continue to be equal to each other in value. If 
in a wider European common market variations in exchange rates are 
envisaged as ever being used as an instrument for the maintenance of 
equilibrium, it is important that the common customs duties and all unified 
rates of excise duty should, as far as possible, be on an ad valorem basis. 


Barrier of Internal Controls 


So much for the problem of rates of customs, excise, and other indirect 
taxes in the Benelux customs union. More important and more difficult 
was the problem of getting rid of other obstacles to trade between the 
Benelux countries, above all the removal of the quantitative licensing of 
imports and exports. 

In the years immediately after the Second World War there was a wide 
range of direct controls—price controls, rationing schemes, cost-of-living 
subsidies, building licensing, and so on—in the domestic economies of the 
partner countries. ‘These controls diverged in their application to par- 
ticular products in the two economies. In particular, in the Netherlands 
direct controls were more extensive, severe, and prolonged than in Belgium 
and Luxembourg, partly because the Dutch economy started in a much less 
favourable state after the war and partly because of differences of ideas 
about domestic economic policy. As long as these marked divergences in 
domestic controls continued it was inevitable that trade between the partners 
should also be controlled. Thus if a scarce product was strictly controlled 
in price and was quantitatively allocated to consumers in the Netherlands 
while its price was allowed to rise so that it was “ rationed by the purse ” 
in Belgium, it was necessary that its movement between the Dutch and 
the Belgian markets should be controlled. It was only with the sub- 
stantial decontrol of domestic markets in the Netherlands between 1949 
and 1951 that it was possible to contemplate the removal of many controls 
over intra-Benelux trade. Economic integration between countries in 
which free markets are the rule rather than the exception can take the 
simple form of the removal of barriers to trade between them; in the case 
of domestically controlled economies it would imply something quite 
different and much more difficult, namely, the substitution of a single set 
of supra-national controls for a number of divergent sets of national controls. 

Agricultural policies have diverged very markedly between the two main 
partner countries. In the Netherlands agricultural marketing has for a 
long time been much more highly organized and controlled (by minimum 
price arrangements, equalization levies, and the like) than in Belgium, 
where the production and sale of agricultural produce has been subject to 
little domestic control, although it has been heavily protected by import 
duties and quantitative restrictions. Divergences in domestic agricul- 
tural marketing arrangements constitute one reason why the movement of 
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the main agricultural products between the Benelux countries has been 
continuously controlled since the end of the Second World War. But 
there is, of course, another and simpler reason. For its continued existence 
at current levels of output Belgian agricultural production has needed 
protection against Dutch farmers, and Luxembourg agriculture has needed 
protection against both Dutch and Belgian farmers. For political and 
social reasons these countries have not been prepared to see a contraction 
of their agricultural production. Recently, however, the Ministers in the 
three countries have set 1962 as a target date for the application of the full 
common market principles to agricultural products in Benelux; they hope 
to achieve this partly through the harmonization of agricultural marketing 
policies in the three countries and partly by raising the productivity of 
Belgian and Luxembourg agriculture. But in fact up to the present agri- 
culture has remained a more or less complete exception to the principles of 
the common market in Benelux. 


Differences in Domestic Policies 


In 1952 and 1953 there was a new and significant development in Benelux 
trading arrangements. By this time the greater part of intra-Benelux trade 
(other than trade in agricultural produce) had been freed from quantitative 
restrictions. But there were now some serious disturbances to this trade. 
During the inflationary period after the Second World War which cul- 
minated in the Korean boom of 1950-51, the Dutch and the Belgians had 
adopted very different domestic policies. Broadly speaking, the Dutch had 
suppressed inflation by a system of direct controls over prices, wages, 
investment, and consumption; and they had combined this with a relatively 
easy money policy. The Belgians, on the other hand, having scrapped 
their direct controls, had experienced an open inflation with very great rises 
in money prices, money costs, and money incomes, in spite of a rather more 
restrictive banking policy. 

As long as the world inflation continued, the Dutch balance of payments 
remained in deficit while the Belgium-Luxembourg Economic Union tended 
to have a surplus. ‘Though Dutch products tended to be cheap because of 
the strict control over wage rates and prices in the Netherlands, the excess 
demand for them at home meant that they were not available for export. 
On the other hand, Belgian products—though expensive as a result of the 
uncontrolled inflation of money prices and costs—were available for pur- 
chase by anyone prepared to pay a high price for them. 

But in 1952 with the slackening of world inflationary pressures and with 
some actual recession in Europe in the demand for consumer goods like 
textiles, the Benelux position was dramatically reversed. Demand was no 
longer in excess of supply in the Netherlands and Dutch products suddenly 
became available at costs which were low because of the previous policy of 
wage and price control.* Similar Belgian products were much more 
expensive because of the previous rapid rise in Belgian wages and prices. 





* This dramatic change was reinforced by the fact that at just about this time Dutch 
production was making a marked recovery after the post-war reconstruction of its heavily 
damaged equipment. 
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Dutch products flooded the Belgian market; unemployment grew in these 
Belgian industries; and there was very strong pressure in Belgium to put 
an end to the free import of these goods from the Netherlands. If Benelux 
was to be saved, it was politically necessary to introduce some control over 
the movement of Dutch products into Belgium. At first this was done by 
the encouragement of cartel-like agreements between the producers con- 
cerned under which the Dutch producers restricted their sales in Belgium; 
but in 1953 more formal and permanent arrangements were made for 
strictly temporary controls over intra-Benelux trade to ease the shocks 
experienced by particular industries when imports from a partner country 
suddenly increased for any reason. 


Impact on Balance of Payments 


One lesson to be learned from this experience may be the wisdom of 
including in the permanent institutions of a wider European economic union 
provisions for similar temporary mitigations of sudden structural adjust- 
ments. But this Benelux experience also draws attention to the most 
fundamental unsolved problem for economic unions in the modern world, 
namely, the machinery for the preservation of equilibrium in the balances 
of payments of the partner countries. During the first years after the 
Second World War this was the persistent unsolved problem in Benelux. 
The Dutch had a serious deficit on their balance of payments and the 
Belgians a surplus. Belgium extended considerable credit to the Nether- 
lands, at first directly and later through the European Payments Union 
where Belgium became an important creditor and the Netherlands at first 
an important debtor. In spite of this the Dutch had to impose severe 
import restrictions, including restrictions on the import of products from 
Belgium and Luxembourg, in order to keep their balance-of-payments 
deficit within manageable limits. Moreover, for a considerable part of the 
time the Belgians had to impose restrictions on the re-export from Belgium 
to the Netherlands of products bought in the dollar area, in order to prevent 
the sale for Dutch “ soft”? currency of products for which they had paid 
“hard ” dollars or gold. 

The reasons for this situation were many. ‘The Netherlands had started 
after the Second World War from a much worse economic position than 
Belgium. But the great difference in the countries’ balance-of-payments 
positions in the first post-war years is also explained by the wide divergences 
between Dutch and Belgian domestic price, wage, tax, and monetary policies 
already discussed. Since 1951, with the reconstruction of the Dutch 
economy and a reversal of Dutch monetary and other policies, there has 
been a dramatic improvement in the Dutch overall balance of payments. 
Although a deficit has remained on bilateral payments with the Belgium- 
Luxembourg Economic Union, this has been financed (either directly or 
indirectly through the European Payments Union) by means of the other 
foreign currencies which the Netherlands has earned through her surplus 
with other countries. In consequence, balance-of-payments restrictions on 
intra-Benelux trade have virtually disappeared. 
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The lesson to be drawn from this experience is clear. Unless the wider 
European common market comprises a single currency, a single central 
bank, a uniform wage-fixing machinery, and so on (and we can, I imagine, 
rule such unification out) there is only one way to preserve equilibrium in 
member countries’ balances of payments without the imposition of controls 
over intra-European trade. ‘The government of each partner country must 
accept a national responsibility to keep its overall balance of payments in 
equilibrium without restricting its imports from the other partner countries. 
Since any one partner country is likely to take a large proportion of its 
imports from other partners, it is probably impossible for it to solve this 
problem by relying upon restrictions of imports from other countries. The 
solution probably therefore involves the following conditions: (i) that deficit 
partner countries should agree to prevent domestic inflations; (11) that 
surplus partner countries should agree to prevent domestic deflations and, 
indeed, to reflate more than they would otherwise have done; (iii) that 
the partner countries should set up some joint exchange fund whereby the 
surplus partners extend considerable credits to the deficit partners during 
the process of adjustment; (iv) that surplus partners should be ready to 
appreciate their currencies; and (v) that deficit partners should be ready to 
depreciate their currencies in terms of other currencies. 

The experience of Benelux strongly suggests that this set of problems is 
by far the most important which still demands attention. At the moment 
the Benelux balance-of-payments problem happens to be unimportant 
because both partners happen to be in a strong balance-of-payments position. 
But there is no pre-agreed mechanism or set of principles to make it possible 
to avoid the reimposition of restrictions on intra-Benelux trade, if one or 
other partner happened in the future to experience a serious balance-of- 
payments strain. 


Common Tariff Negotiations 


There remains one other major problem on which the experience of 
Benelux may be instructive for a wider European common market. If 
trade between the Benelux partners was to be freed from all barriers, it was 
clearly necessary to have a single commercial policy vis-a-vis third countries. 
If imports from third countries into the Netherlands were subject to more 
serious obstacles than imports into Belgium, the Dutch restrictions would 
be circumvented by the import of the goods into Belgium and their re-export 
(or the export of similar products) from Belgium to the Netherlands. ‘This 
problem was relatively quickly solved in the case of tariffs by the formation 
of the common customs tariff. This has meant, however, that for all tariff 
negotiations the Benelux countries have had to have one single delegation 
to bargain with third countries. This has not been difficult for two reasons: 
first, there have been only two partners concerned (Belgium-Luxembourg 
already forming a single unit for this purpose); and, second, the Benelux 
tariff is a very low one, so that Benelux tariff negotiators face only a small 
range of conflict between Dutch and Belgian-Luxembourg tariff interests. 
In both these respects, it is clear, the position might be very different 
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for a wider common market between the European Six. 

But the principle of a common commercial policy vis-d-vis third countries 
must be applied to quantitative import restrictions as well as to tariffs, and 
in this respect Benelux has come up against very great difficulties. These 
have been intimately connected with the balance-of-payments problem. So 
long as the Belgian balance of payments was much stronger than the Dutch, 
the Dutch restricted imports from outside Benelux more severely than the 
Belgians and this involved a restriction of the flow of these or similar goods 
over the frontier from Belgium to the Netherlands. Even with the improve- 
ment in the Dutch balance-of-payments position after 1951, the Benelux 
countries found it very difficult to form a common commercial policy 
vis-a-vis third countries for their import controls, since there were con- 
siderable clashes of interest within Benelux over the desirability of restricting 
particular imports. But gradually a common policy is being formed. In 
1954 the Benelux countries managed to draw up a single joint list of com- 
modities whose import from the dollar area should be free of restriction; 
in 1955 they drew up a single joint list of commodities whose import from 
other OEEC countries should be liberalized; and in 1956 the first joint 
Benelux delegations were formed to negotiate full joint commercial treaties 
with foreign countries, namely, Denmark and the United Kingdom. 

The Benelux experience suggests that this may be one of the most difficult 
problems for a wider European common market to solve. Even if—and it 
is a big “‘ if ”—by means of the five conditions mentioned on page 763 the 
partner countries should be able to avoid the imposition of quantitative 
restrictions on their mutual trade, the question will remain whether and, 
if so, on what commodities and to what degree of severity, restrictions 
should be imposed on imports into the European common market from 
third countries. ‘The solution of this problem implies far-reaching 
co-operation to resolve the conflicting interests of the partners in fixing 
the total import quotas and in dividing the licences among the member 
countries. But there is no doubt that the less the European common 
market has to rely on the quantitative restriction of imports from outside 
countries, the more likely it is to be able to avoid the reappearance of 
restrictions on intra-European trade. 
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Doublethink about 
Transport Deficits 


By J. E. HARTSHORN 


IKE other industries nationalized in Britain since the war, the 
Transport Commission is not statutorily required to balance its 
accounts annually, but only to do so “ taking one year with another ”’ 
—and it has made quite lavish use of this escape clause. During 

its nine years of existence it has achieved modest surpluses, after paying 
interest, in only three years, and by the end of this year will have suffered 
deficits—much larger ones—in six. By the end of the year it will probably 
be £120 millions in the red. And it now faces the prospect of further 
and larger deficits for the next five years in a row: by 1962, it estimates, 
its accumulated deficit may be four to five times as much as at the end 
of 1955. Nobody has ever delivered an authoritative ruling upon just 
what “‘ one year with another ”’ is supposed to mean; but the Commission’s 
most optimistic hopes of reducing this huge prospective deficit might better 
be described as “taking one year with ten years hence”. It is hardly 
surprising that it should have asked the Minister of Transport and Civil 
Aviation for some special dispensation regarding its financial duties. 

Nor was this Minister in a strong position to resist the request. He 
had, indeed, asked the Commission to carry out a reassessment of its 
financial and economic future; this was in February, at the same time as 
he made a large deficit in 1956 quite certain by refusing permission for a 
full covering of increased costs by increased fares and charges. The special 
dispensation he now proposes is embodied in the Transport (Railway 
Finances) Bill published at the beginning of the new Parliamentary session 
last month, after being outlined, with an elaborate justification, in a White 
Paper at the end of October. It requires careful examination from several 
points of view. ‘This is the first time that any of the industries nationalized 
since the war has been freed, even temporarily, from its statutory duty to 
balance its accounts. Although this provision in all the Acts is ill-defined 
as to period, it is one of the safeguards that other countries have often 
found cause to admire in the British concept of the public corporation, and 
compelling reasons are required to justify its suspension. It cannot, 
admittedly, be said to have promoted either efficiency or solvency in the 


765 











British railway system; but the system might conceivably be even less 
successfully operated without it. 

In the memorandum it submitted to the Minister of Transport in 
September, the British Transport Commission set out its case with lucidity 
and force; such ambiguities as the document contained look to have been 
deliberate. ‘The railways, it said, had been starved of investment during 
the early post-war years. In operations, this led to excessive maintenance 
costs, low efficiency, and the loss of traffic to competitors who kept their 
equipment better up to date. Financially, the delays meant that the 
re-equipment reserves inherited on nationalization became more and more 
inadequate to finance replacement. Even so, the railways had earned a 
surplus on current operations each year; but these current surpluses had 
more often than not been inadequate to meet the heavy interest charges 


HOW IT IS HOPED RAILWAY FINANCES MAY DEVELOP 
December, 1961 or 











1956 1962 1970 

; £mn £mn {mn 

Annual rate of deficit at starting point a —40 — 40 — 40 
Improved contributions from activities other 

than Railways — 5 5 
Improved contribution from British Railways: 

Modernization _ 35 L §5 

Pruning services 3 i: 

Productivity .. ~-- + 3 + 10 

Charging freedom 20 . 95 

| -!-63 + 123 

Less: Interest on modernization borrowings* — 2 —25 —- £& 

—- 2 38 83 

Total ¥ “st i es —42 48 


a Say, balanced Say, +50 


* These original figures from the ‘Transport Commission do not provide for interest on 
accumulated deficits, which under the new ‘Transport Bill will have to be charged on the 
deficit to the end of 1955; nor do they allow for the capitalization of interest for the first 
three years on advances made for modernization. 


that have to be fully paid in bad years as well as good because the whole 
capital of the Commission, as a nationalized industry, is made up of fixed- 
interest borrowings. ‘The {£70 millions deficit accumulated to the end of 
1955 was “‘ due mainly to time lags in putting up fares and charges ”’ through 
the Commission’s need to obtain approval from the Transport Tribunal 
and the Minister for its increases. It had earlier this year estimated the 
cost of such delays in its first eight years of operations at about £100 millions; 
1956 might have added another £30 millions or so to that. 

This year the Commission expects a deficit of £40-50 millions; and, 
failing “‘ appropriate action ”’, it foresees over the next few years “‘ a steady 
addition of further and growing deficits, mainly from the operation of 
British Railways, but also from the operation of London Transport and 
the Inland Waterways”’. ‘The appropriate action it has in hand comprises 
first, the £1,200 millions development plan for the railways over the next 
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15-20 years; secondly, the elimination of services no longer required and 
those that other forms of transport can handle better; thirdly, improvements 
in productivity (over and above those it can expect from new equipment 
installed under the development plan); and, finally, use of the greater 
commercial freedom afforded it by the Transport Act of 1953 to effect 
‘a complete re-orientation of selling policy and selling methods”. The 
financial benefits of these ‘ appropriate actions ’’, as the Commission hopes 
they will fructify over the next 15 years, is shown 1n the accompanying table. 


Programme of Deficit Financing 


But the Commission expects few of these financial benefits to accrue 
during the next few years, while interest charges would normally be rising 
owing to its increased investment under the development plan. Moreover, 
it thinks that an attempt to increase its charges to the full extent necessary 
to wipe out prospective deficits would drive substantially more traffic from 
the railways to other forms of transport than is already shifting there, and 
irritate the public, ‘“‘ damaging the Commission’s business temporarily for 
certain and possibly permanently’. Except ‘‘ where local and selective 
increases are justified ’’, it does not desire even to reduce its rate of deficit 
by charging such increases in fares and charges as it thinks the traffic would 
bear; following the “ price freeze’ 1t proposes a period of price restraint, 
in order “‘ substantially [to] improve the position of the railways during 
the next few years”? and prevent “ the undermining of railways traffics in 
a critical period’’. ‘This disinclination to charge the railways out of a 
market they might hope, in the long run, to hold, is the reason the Com- 
mission gives for requesting: 

An operation by which the Revenue Account of the Commission, during the 
next few years of development and reconstruction, should be relieved tem- 
porarily of the obligation to meet the exceptional charges falling upon it from 
time to time. 
It observes that in similar circumstances a private enterprise financed by 
equity capital might prevail upon its shareholders to forgo their dividends 
during the period of reconstruction. 

The Government, which in any case considers that to cut the prospective 
deficits from 1956 to 1962 by increasing charges where the traffic could 
bear it would be “‘ against the broad national interest’, has now contrived 
such an operation. Its chosen method, as laid down in the new Transport 
Bill, is fourfold. ‘The Minister of ‘Transport will be able to make advances 
from the Consolidated Fund to cover such net deficits as the Commission 
may incur during the years 1956-62 inclusive—up to a total of £250 
millions. ‘These advances will bear interest—but up to 1964 the Com- 
mission will further be able to borrow the money to cover this interest as 
well, during the first five years after any special advance to meet a deficit; 
in total, these advances in respect of interest might reach £75-80 millions. 
The Commission will, moreover, be allowed to capitalize the first three 
years’ interest on the capital it borrows, by the issue of stock or, as at present, 
from the Consolidated Fund, for its long-term modernization programme. 
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The Commission will have to begin repaying the special ‘‘ deficit and 
interest ’’ advances not later than seven years after each advance was made; 
since the first will be required to meet the 1956 deficit, this means from 
1963-64 onwards. The annual deficits from now to 1962, the interest 
charges upon them, and the deficit accumulated to the end of 1955, will be 
placed in a special account; the total in this account will be written down as 
the Commission thinks fit, by not less than it has to repay of the special 
advances or than the Minister directs may be written down from the deficit 
accumulated to the end of 1955. 

Broadly, this appears to be what the Commission wanted. Although at 
one point in his memorandum Sir Brian Robertson wrote ‘* Even if they 
were [permitted to borrow money to cover their deficits] it would only mean 
a further increase in the annual deficit and a still-mounting accumulated 
deficit to be carried forward in the balance sheet’”’, and spoke vaguely 
about accumulating the prospective deficits “in suspense’’, he seems to 
have been satisfied with the Government’s proposals. (At certain points 
in both the Government’s and the Transport Commission’s contributions 
to this document, it makes for easier reading to assume that words mean 
roughly the opposite of what they say.) 

The effect of the Bill upon the Commission’s financial forecasts in the 
table would be to increase the deficit shown at December, 1956, by about 
£5 millions (since the Commission will be required to “* charge to revenue 
interest upon the deficits accumulated to the end of 1955’); to make the 
result in 1961-62 rather better than is shown, because some of the interest 
shown for ‘‘ modernization borrowings ’’ would be capitalized, as would 
interest upon deficits from 1956 on; and to reduce the surplus shown for 
1970 to about £35 millions, because by that time the special advances made 
between 1956 and 1962 would probably be in the course of repayment, 
offsetting any minor saving through the capitalization of interest on 


modernization borrowings. 


Is the Plan Realistic ? 

In the Government’s and the Commission’s view, this scheme is justified 
essentially by the prosperity into which the Commission hopes the railways 
will emerge before the middle ’sixties. ‘‘ The ultimate revenue prospects, 
which are very satisfactory ’’’, the Commission observes, ‘“‘ depend mainly 
on modernization ’’’. In considering the deficits between now and 1963, it 
comments, ‘‘ these are large sums, but they are not large compared with 
the later surpluses which should be more than sufficient to amortize any 
amounts so held in suspense over a reasonable period”’. Out of the net 
improvement of £83 millions a year that the Commission shows for 1970, 
it estimates that £45 millions net will have come from modernization. 
One point that is likely to strike an outside observer is that the current rate 
of deficit, which under the Government’s new proposals must include, say, 
£5 millions a year for interest on the deficit accumulated to the end of 1955, 
is already of the order of this net benefit expected from modernization in 
15 years’ time. By then, assuming the most favourable accrual of surpluses 
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after 1961-62 under the Government’s new proposals, and the application 
of such surpluses to reduce accumulated deficits and capitalized interest 
which might at their peak have reached £350-400 millions, the annual 
rate of deficit and extra interest to be offset would almost certainly outweigh 
the net benefits of the modernization plan. 

ir must also be observed that this estimate of the net savings through 
modernization has been increased very considerably since the modernization 
plan was published in January, 1955. ‘The gross improvement expected 
(£35 millions a year) and the interest payments set against it (£40 millions) 
are unchanged; but in the original plan a figure of £15 millions a year was 
also required to be set off against it “ arising from the need to base these 
(depreciation) provisions on the replacement cost of new assets instead of 
the book value of the assets they replace’’. In 1955 the Commission 
started with a current rate of deficit of £25 millions a year; the £85 millions 
of gross improvement rather more than covered this, the interest charges, 
and the extra depreciation required, with an odd £5 millions a year to 
spare. In the accounting forecast of the White Paper, the £15 millions 
required for additional depreciation seems to have disappeared. There 
may be good reasons for this, though none are given: but it seems rather 
convenient for this latest arithmetic. Whatever the virtues of this kind of 
accounting, it emphasizes that modernization alone is not going to be 
enough “to provide the country with a modern and up-to-date transport 
system which will pay its way’; the first, perhaps, but not the second. 
Clearly the financial benefits from the other improvements—eliminating 
uneconomic lines, improving productivity and making full use of freedom 
in charging—are crucial to the future economics of the railways. 


Productivity—and the Wages Bill 


Presumably the Commission knows accurately what the uneconomic lines 
are costing it, and so can guess fairly well which ones it will be able to 
close; in any case, the £3 millions of annual savings shown for this item 
is not very significant. ‘The figure shown for the improvement in finances 
expected from productivity (other than that arising from new equipment) 
is itself presumably a net figure, representing what is actually gained less 
what the railwaymen make the Commission pay for those gains in extra 
wages. Obviously there must be huge scope for work study and better 
deployment in an industry where wages and salaries make up two-thirds of 
total costs. Nevertheless, considering the Commission’s comparative bar- 
gaining power against the railway unions during a period where deficits are 
to be the accepted order of the day, is not the net result of “‘ extra produc- 
tivity less extra wages ’’ quite as likely to be minus £10 millions a year as 
plus £10 millions ? 

The freedom in charging that the Commission has now obtained, though 
not quite as much as it hoped, is obviously a worthwhile commercial asset, 
giving the railway system a much needed power to compete by making full use 
of its own areas of comparative monopoly, as do all other forms of transport. 
However, it should be noted that the estimate of £55 millions a year by 
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1970 as savings from the modernization plan on the freight side, according 
to the original plan, would already have taken into credit a cumulative 
increase in freight receipts of about £1 million a year—£15 millions a year 
by 1970. ‘This White Paper holds that charging freedom can offer another 
£20 millions a year on top of this by 1961-62, and probably about £25 
millions a year by 1970. Counted together, these two estimates of extra 
revenue from freights might amount, over 15 years, to a growth in real 
terms of about 10 per cent in total rail freight revenue. This is by no 
means an unreasonable target to aim at (though the Commission might 
have done better to set these benefits out more explicitly, guarding against 
the suspicion of double counting). But when they are considered against 
the current declining trend of railway freight trafhe within a growing total 
of freight transport, it may seem a little optimistic. When the Commission 
published its plan early in 1955, it felt there existed “ great possibilities of 
growth ” in freight trafhcs for the railways, which should be able to gain 
more business than they would lose, during a general growth in goods 
transport. No such growth, incidentally, was expected in railway passenger 
trafic: this was expected to decline slightly over the years. 

It would be unreasonable to attach too much weight to detailed criticism 
of this highly notional accounting for the future: too many provisos are 
implicit in the exercise already. But when it is considered along with certain 
of the Commission’s assumptions—for example that there will be no more 
delays in adjusting charges to costs, adequate investment resources to fulfil 


- » It you have to provide for 


f 
v4 / 
y 
4 
] 
i} fe 






your Own retirement—or 
advise others on the subject 


—here’s a book that will help you 


‘The Northern’ have devised two new tions. Get your copy from the nearest North- 
retirement plans to make the most of the — ern Office or from your Insurance Broker, or 
important income and surtax concessions write to: ‘The Northern Assurance Company 
now available to those who have to make Limited, 1 Moorgate, London, E.C.2. 
their own retirement arrangements. 

It will be in your own interest and that 
of your clients to consult “The Northern’. 
Their informative and very belpful book- 


let “Two New Ways to Provide for Your N 
Retirement ” will answer a// your ques- 





You'll be on good terms with 


776 














ling 
tive 
rear 
her 
[25 
xtra 
real 

no 
ght 
inst 
inst 
otal 
310n 
s of 
rain 
ods 


wer 


ism 

are 
tain 
ore 


ul fil 


yT 


rth- 
* or 
any 














the development plan according to programme, unchanged Government 
policy upon *‘ the framework within which the Commission operate ’’, and 
‘financial targets . . . set which are reasonably possible of achievement in 
the circumstances, but which contain no element of subsidy ’’—its insulation 
from the ugly current facts of life for the Commission becomes more evident. 
Are these assumptions really believed by the Commission? Are they 
excuses for failure stockpiled in advance ? Or are they, more reasonably, 
conditions to which the Commission is anxious to commit the Govern- 
ment ? (If the last, the Commission may have its work cut out, judged by 
the polite but non-committal words of the Government in the White Paper.) 

It is possible to believe that the strongest of cases exists for railway 
modernization without being in any way convinced by this artificial arith- 
metic of returns forecast in the future (which in any case bears no direct 
relation to the real rate of return on net investment in the railways, or in 
other forms of transport that have also been starved of investment). 
Equally, it is easy to appreciate the Commission’s real concern lest its 
affairs ‘‘ be made to appear in an unreasonably hopeless light ”’ that would 
hamper it commercially in the future and weaken staff morale—without 
being convinced that putting deficits in a special account makes them any 
less deficits. There is nothing particularly wrong about the way the 
Government has contrived to let the Commission run steadily in deficit 
tor a few years until some financial benefits derive from investment, work 
study, and commercial freedom, and obviously some financial arrangement 
was essential to enable it to keep on paying out interest it does not earn 
enough to cover. But one may remain doubtful whether a carte blanche tor 
deficits at three times the annual average incurred so far will bring about 
the best climate of incentive for the Commission and its staff to work their 
difficult passage. 

Moreover, the case that has been produced to justify this expedient is a 
disappointing one. By its manipulation of the expected rate of return on 
railway modernization, it raises once again doubts whether this vast invest- 
ment in a sick form of transport is likely to give the best real return on 
investment in British transport—and indeed whether the “ planned revo- 
lution ’’ the Government is looking for would really pay. Verbally, as has 
been said, it deliberately lapses at times into double-think; for example, 
when the Government states ‘“‘ the Commission has now shown that they 
can, within a reasonable time, overcome past handicaps and provide the 
country with a modern and up-to-date transport system which will pay its 
way ’’ it really means that the able men appointed to the Commission plus 
the management largely inherited from the privately-owned railways have 
clearly shown only that they cannot run the nationalized system as hitherto 
organized and allowed to operate efficiently or successfully; and that perhaps 
nobody could have done. And the Commission, cribbed and confined by 
circumstances and decisions so often beyond its control, seems to be 
demonstrating an anguish rather than a confusion of mind when it describes 
permission to incur deficits almost ad lib. over the next few years as “‘ a firm 
hnancial discipline directed towards clear financial objectives ”’ 
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Report on Endorsements 


HE report was issued last month of the committee set up by the 

Chancellor of the Exchequer in the spring of 1955 to examine 

the possibilities of reducing the need for endorsements, and its 

proposals give hope that the long campaign to avoid the waste 
that present practice involves is at last within sight of success. The path 
for this enquiry had been prepared by five years’ public discussion, the 
deliberations of an inter-bank committee and the introduction of a private 
member’s bill. Mr Graham Page, who sponsored the bill, succeeded 1n so 
far crystallizing the issue as to ensure the intervention of the Chancellor: 
his committee was required to consider whether change was desirable and, 
if so, what amendment if any was needed 1n the law. Under the chair- 
manship of Mr A. A. Mocatta, QC, it comprised Lord Chorley, Mr A. H. 
Ensor, Mr E. J. Partridge and Mr W. K. M. Slimmings—and thus repre- 
sented the law, banking, business and accountancy. Its unanimous report 
reconciles, so far as would seem to be humanly possible, all the conflicting 
interests. 

The proposals have obviously to be tested by reference to the principal 
arguments and suggestions that figured in the preceding debate. Much of 
this discussion took place in The Banker,* but 1t may be helpful to recall 
briefly its main points, before passing to the committee’s findings. The 
foundation of the reformers’ case is that the endorsement, which developed 
as a part of the principle of negotiability (and in relation to bills of exchange 
rather than cheques as such), serves no useful purpose on a cheque that ts 
paid direct into the banking account of the payee. Such a cheque cannot 
be said to be negotiated in any real sense of the word; and, as has been 
often pointed out, the endorsement does not protect any party to the cheque 
from the consequences of fraud or theft. But endorsements in the aggregate 
take up a great deal of time, in the banks and in the offices of their customers. 
It has been generally accepted that something over 97 per cent of all cheques 
used in the United Kingdom are credited to the accounts of their payees. 

Agreement has been lacking, however, upon how reform could best be 
effected. Two principal schools of thought have advocated respectively 
legislative action and the introduction of an entirely new instrument, 
expressed to be non-transferable. Others, again, argued that no drastic 


* For the last full discussion, and references to earlier articles, see ‘‘ Getting Rid of 
Endorsements ”’, in The Banker for December, 1954; that issue also included a new proposal 
by Mr G. O. Papworth, long prominent in the campaign. 
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action was necessary when the whole substance of reform could be obtained 
by the use of crossed bearer cheques. And it has also been suggested that 
bankers could themselves remove the need for endorsement of the 97 per 
cent of cheques by some form of indemnity amongst themselves by which 
the collecting banker would assume the responsibility of presenting for 
payment an unendorsed order cheque. 

The whole argument has been complicated, and the bankers’ attitude 
towards reform considerably modified, by the existence of receipt-bearing 
cheques, on which the discharge of the receipt serves also as endorsement 
and the banker in examining the latter perforce scrutinizes the former. 
Businesses and public bodies that have come to base their bookkeeping on 
this convenient practice would not willingly forgo it; yet the bankers pointed 
out that if it were to remain they themselves would derive little or no 
benefit from reform, since they would still have to examine the backs of 
all cheques in order not to miss the endorsement-receipt on a minority of 
them. An objection to abolition less widely held, but much wider 1n its 
implications, was the point made by some accountants that the endorsement 
is an aid to good auditing. 

Mr Page proposed to cut the Gordian knot of practice, and yet to leave 
the basic legal doctrines unimpaired, by the ingenious device of notional 
endorsement: the essence of his proposal was a statutory provision that a 
cheque received for collection by a banker from a customer should be 
deemed to be endorsed by that customer. Now the Mocatta report surveys 
the whole discussion afresh and makes its own recommendation. 

The report begins with a brief historical survey which, remarking that 
there seems anyhow to be no legal need for endorsement of the unnegotiated 
cheque, explains how bankers came to require it. It then discusses the 
amount of work, within and outside the banks, caused by the necessity for 
endorsement—and in this connection the report points out that the multiple 
endorsement stamp used by businesses whose names are constantly written 
wrongly by debtors “illustrates the artificialities of the present situation ”’. 
It does indeed; but it is interesting to note, later in the report, the point 
urged on the committee by the Institute of Chartered Accountants, that the 
multiple endorsement stamp is an aid to auditors in that it tells them to 
whom money has in fact been paid when the payee’s name has been incor- 
rectly written. The point is a small one, but in fact it would seem, despite 
the committee’s opinion to the contrary, that it has not been met by its 
recommendations. 

Accepting the argument that endorsement of cheques paid into the 
payee’s account is “* often unnecessary ”’ (many will regret the admission of 
“ often’), the report then surveys the possible solutions. It rejects the 
suggestion of a new non-transferable instrument on the grounds that its 
universal or near-universal adoption by cheque users would be most unlikely 
unless the orthodox cheque were virtually withdrawn, a development that 
would be regrettable in view of its confirmed usefulness in payments by 
negotiation—the 3 per cent of present cheques that pass to third parties; 
yet in the absence of that development the reform would be largely nugatory. 
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The use of crossed bearer cheques would be even less likely to become 
widespread; while the use of the traders’ credit system, to which the com- 
mittee’s attention was drawn by several witnesses, “is likely to be limited 
to transactions consisting of payments from large drawers to recipients with 
accounts at banks whose addresses are known to the drawers”’. Inter-bank 
agreements would, the report suggests, involve too many complications; 
and the adoption of some such practice as American banks use, of branding 
unendorsed cheques with the words “ credited to the account of payee” 
would lack uniformity and provide only a partial remedy. 

So the committee comes to legislative action. It discusses Mr Page’s 
suggestion, and considers it “‘a most ingenious system and one which 
would achieve the desired object’’. It accepts the argument of other 
witnesses, however, that it would be a pity to rest reform on a legal fiction 
that would anyhow perpetuate *‘a conception which had ceased to have 
real significance in relation to the great majority of payments by cheque 
From this reasoning, the committee’s recommendation is straightforward 
abolition, to be obtained by an enactment that would provide that no 
endorsement shall be required of a cheque the payee of which is the 
customer for whom the cheque is collected. 

The recommended provision is restricted to cases in which the customer 
is, and not merely appears to be, the payee; the committee attaches some 
importance to the fact that, where the payee is incorrectly designated, the 
collecting bank will need to be “‘ assured of the validity of its customer’s 
claim beyond reasonable doubt. Normally it will be so satisfied and in 
such cases we believe that under our proposed scheme the banks will 
probably accept unendorsed cheques for collection although there is some 
difference between the customer’s and payee’s names’. The new provision, 
it is suggested, should not, at least at the outset, apply to cheques credited 
to joint accounts, in view of the possibility that cheques might be paid into 
joint accounts without the consent of the payee, although in practice banks 
might collect unendorsed cheques for the credit of joint accounts in this 
way where they were satisfied that it was safe to do so. The recommended 
provision would not affect the validity of a regular endorsement, the habit 
of which may well persist for some time after the introduction of reform. 

The report discusses the encashment of cheques over the counter, and 
recommends no change in the endorsement rules in such cases: it considers 
that both as evidence of payment and as discouragement of fraud the 
endorsement here serves a useful purpose. ‘To protect the paying banker, 
who will not benefit from reform unless he can entirely dispense with the 
examination of the backs of cheques for endorsements, the committee recom- 
mends an addition to Section 60 of the Bill of Exchange Act, 1882, to exempt 
the paying banker from all responsibility for endorsements—whether on 
negotiated or unnegotiated cheques. This represents, of course, virtually 
no loss of protection to customers, for the paying banker cannot ever do 
more than check endorsements for technical correctness. Dividend and 
interest warrants and bankers’ drafts, it is proposed, should be included in 
the scheme. 
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A further section of the report is devoted to a consideration of the three 
principal objections to the kind of legislative action recommended. The 
committee does not consider that its proposal will involve for auditors any 
weakening of evidence of receipt, but to put the matter beyond doubt it 
suggests an express statutory provision that a paid cheque, including a 
cheque paid without endorsement in the terms of the principal recom- 
mendation, shall be prima facie evidence of receipt by the payee. 

But this definition of the value of the paid cheque as a receipt will cer- 
tainly not suffice to induce a willing or speedy discontinuance of the receipt- 
endorsement, redundant though it may seem. ‘The practice is valued 
especially, as evidence before the committee showed, by those insurance 
companies that include in it a form of claim discharge. ‘The obstacle to 
reform arising from the wishes of such customers as these should be over- 
come by the offer of the Committee of London Clearing Bankers to continue 
to examine receipt forms by arrangement with customers in suitable cases. 
The report suggests that cheques bearing receipts in pursuance of such 
arrangements should carry a distinguishing mark on the face, so that the 
collecting banker, who will anyhow have to look at the back of any cheques 
not payable to his customer, will have his attention easily drawn to these 
other cheques that will carry endorsements demanding inspection. How 
far the banks will countenance receipts by agreement will remain to be 
seen; clearly there is an important difference between a continuance of 
existing practice (estimated to extend to as many as 10 per cent of all 
cheques) and the new arrangements in “ suitable cases’ that will become 
necessary under the Mocatta recommendations. ‘The banks will naturally 
seek to discourage the practice, and they will be powerfully reinforced by 
the committee’s opinion as to the comparative uselessness of receipts fer se. 

‘T'wo dangers that have attracted some attention in the past are discussed 
and dismissed. As the report points out—and as has been so often urged 
in the discussions of the past seven years—the danger of misappropriation 
would be actually lessened by the proposed change. Order cheques would 
only rarely be endorsed unless for deliberate negotiation, so that conversion 
into the vulnerable bearer cheque (as happens now when cheques are 
prepared for despatch to the payee’s bank) would be correspondingly rare. 
The second suggested danger, of crediting to the wrong account, would 
not, the committee thinks, be greater than it is now. It recognizes that 
“this absence of endorsement might slightly increase the difficulty of 
correcting a mistake if there were two customers of exactly the same name 
in the accounts at one branch of a bank, but . . . reliance could be placed 
on the banks’ knowledge of their customers ”’. 

Not the least virtue of this excellent report is the committee’s readiness 
to go a little beyond its terms of reference—with, tor example, the statement 
that the cheque crossed ‘‘ not negotiable”? and ‘‘ account payee only ”’ 
cheque is a safe document for use by the drawer upon which the banking 
public could well be informed further; with, again, the interesting suggestion 
that the banks might produce Traders’ Credit cards, the customer supplying 
his debtor with such a card when he renders his account, thus enabling the 
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debtor to make payment through his own account without using a cheque; 
with, yet again, the firm statement “ that in the present state of the law a 
paid endorsed cheque is as good evidence of the payment of money as a 
simple receipt of the kind printed on the backs of cheques ’’——a statement 
that would appear equally true had it stopped at the word “ receipt ”’. 

Finally, the committee makes two useful recommendations on subjects 
outside its terms of reference. ‘The first is that bankers collecting uncrossed 
cheques and other instruments should be protected exactly as if the instru- 
ments were crossed; the second, that the position of banks giving immediate 
value in respect of warrants not in the nature of cheques should be clarified. 
These are both matters in which the law is untidy or uncertain and there 
seems indeed no reason why the opportunity of an Endorsement Act should 
not be taken for resolving them. 

The committee neatly rounds off its task by presenting its main recom- 
mendations in a draft “ Bills of Exchange (Endorsement of Cheques) Bill”. 
A long-needed reform may be within reach at last: the committee’s 
recommendations, if they become law, will leave some difficulties in practice 
still to be dealt with, but they all seem to be relatively small ones. Some 
accountants will be disapproving, some businesses that cling to their receipts 
will be annoyed if they find their bankers reluctant to agree to their 
continuance. But the vestigial objections are surely not strong enough to 
obstruct the enactment of this sensible plan. 


An Artist's Sketchbook: No. 38 
BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, Midhurst 


IDHURST is a richly picturesque small town set in the midst of 

unspoiled countryside and preserving to the full what the guide 

books describe as old world charm. It may in fact be regarded 
as a sort of auctioneer’s paradise, combining seventeenth and eighteenth 
century houses of a stately and yet homely grace with much Sussex half- 
timber and tile work of an earlier period in which Sussex was famous tor 
its ironwork. 

This delightful branch of the National Provincial Bank is in a medieval 
building, known as ‘‘ Elizabeth House ’’—a fine specimen of its period that 
has been converted into a bank without the slightest loss of character. 
It is indeed one of the few unmarred period bank buildings that have been 
found in fairly extensive travels on behalf of this sketchbook. ‘The bank 
and the group of adjoining buildings form an island site in the middle of 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


the street between the village church and a row of Georgian houses and 
cottages; in season, shrubs in tubs and geraniums placed at intervals round 
the building added another pleasing touch of green to contrast with the 
mellow reds of the brickwork and the browns of the ancient timber framing. 

The building itself is rich in detail. A four-centred Tudor arch is built 
in the brickwork in the middle storey; a well worn flight of steps leads up 
to the entrance of the bank by the side of the cellar; and the name of the 
bank in beautifully carved lettering is set in a stone panel in the wall. 
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ANNUAL BOOK 
SURVEY 





HE volume of literature competing for review in this annual 
survey of new books in the economic and financial spheres has 
this year been as formidable as ever; and the problem of selection 
| is no less invidious. The few works of major importance, of 
course, largely select themselves, but among the others the choice of 
different reviewers will always vary widely. In this past year, the most 
notable contribution seems to have been made by studies in monetary and 
banking history. ‘The comprehensive civil series in the official history of 
the Second World War has been brought near its conclusion, with major 
works covering Overseas Supply, Agriculture, Food and Financial Policy. 
Each of these works, compiled by experts who have been given free access 
to official documents, comprises an invaluable source of reference. In 
Financial Policy, 1939-45,* Professor R. S. Sayers has produced a far- 
ranging, penetrating and interestingly documented work that towers above 
any previous survey of the unique financial problems of the war period. 
His research demands detailed and unhurried assessment-—which The Banker 
will attempt in a later issue. 

The year has also seen the filling of a major gap in banking history. 
Country Banking in the Industrial Revolution, by L. S. Pressnell, provides 
the first satisfying published account of the rise and decline of private 
country bankers in England. As the title implies, the story fits conveniently 
into the century from 1750, a period in which rapid economic progress 
made heavy demands upon undeveloped financial services. On the basis of 
exhaustive studies of original records of country banks, supplemented by 
other contemporary sources, Mr Pressnell offers fresh information and inter- 
pretation in each of the four major sections of his study. In describing the 
origins of country banking, he points out that, in addition to the familiar 
forcing grounds for banking in industry and money scrivening, a substantial 
contribution to bank development came through the activities of local 


* Publishing details of this and all other books mentioned in this article are given in a 
classified list on pages 796-798 of publications received during the vear. 
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collectors of taxes and stamp duties, with large funds building up over 
considerable periods for remittance to London. ‘The second section 
examines the contribution made by country banks to the development of 
the London money market. Relations were close, partly because partners 
of London firms were often also members of country banks; the structure 
was “* loose-jointed ”’. 

Mr Pressnell devotes the longest section of his book to an account of the 
work of country bankers. ‘They provided facilities for remittance through 
note issues, bills and drafts; they were custodians of funds; they arranged 
long-term investment of funds locally or in London, and, above all, they 
were lenders. Country banks discounted bills, advanced money on securities 
such as promissory notes, railway shares, claims to goods and mortgages; 
the borrowers included manufacturers, traders, public authorities, land- 
owners, farmers—and the partners of the banks themselves. Finally, 
Mr Pressnell re-examines the records of failures among country banks and 
concludes that, by reason of double counting and failure to allow for banks 
that reopened, the picture has been painted hitherto in unduly dark tones. 

Mr Pressnell’s lucid and careful exploration of country banking will 
assuredly become essential reading for scholars. It should also prove an 
absorbing study for bankers, who will find that in the bank parlours of a 
century and more ago were developed the principles and practices still 
followed in banking halls to-day. Another specialized study of English 
banking history is Dr Emmanuel Coppieters’ English Bank Note Circu- 
lation, 1694-1954, which embodies some new research but is_ notable 
chiefly for its careful and detailed assembly of material that has previously 
been considered only in relation to other matters. 


Cunliffe and Bonar Law 


In the sphere of more recent monetary history, two books concerned 
primarily with political history have thrown a fascinating, though contro- 
versial, new sidelight on the evolution of the relationship between the Bank 
of England and the Treasury. Both Robert Blake in The Unknown Prime 
Minister, a biography of Bonar Law that draws extensively on Lord Beaver- 
brook’s collection of private papers, and Lord Beaverbrook himself in his 
absorbing study of Men and Power, 1917-18, produce hitherto unpublished 
documents relating to the dispute in 1917 between Bonar Law, the 
Chancellor of the Exchequer, and Lord Cunliffe, the Governor of the Bank 

a dispute that became centred in the blunt issue of whether the 
Government was to have the last word on all aspects of financial policy, and 
whether the Bank of England was bound to co-operate in carrying out the 
financial policy of the Government. The resignation of Lord Cunliffe that 
followed was certainly significant for the reason that ‘‘ the authority of the 
Treasury had been explicitly exerted over the Bank of England”; but in 
the light of the years of Lord Norman’s hegemony that followed, Lord 
Beaverbrook surely claims too much when he adds that ‘“ that authority 
Was never relinquished ”’. 

The most notable of the year’s economic studies have been in the field 


779 








of international economics. Of particular interest to British readers are 
three works, each by an American author, that carry further the post-war 
spate of studies of sterling and the sterling area. Sterling-Dollar Diplomacy, 
by Richard N. Gardner, gives a valuable, and admirably readable, detailed 
account of the negotiations between Britain and the United States in the 
war and early post-war years that sought to establish a fully multilateral 
basis for world trade and payments. Mr Gardner’s skilfully arranged 
material, punctuated by his own careful assessment, is of more than 
academic historical interest: it provides a stimulating reminder of some of 
the underlying causes of the weaknesses in the international payments 
system of to-day.* Mr Gardner’s book is flanked by a useful descriptive 
analysis of The Sterling Area in the Post-war World, by Philip W. Bell, 
which is noteworthy chiefly for its impressive assembly of statistical infor- 
mation on trade and payments (including capital movements) between 
sterling countries in the period 1946-52, and also for its detailed discussion 
of the changes that have taken place in the payments arrangements of the 
overseas sterling countries. A similar field is covered more briefly, though 
also more slightly, in Sterling: its Meaning in World Finance, by Judd Polk. 


The International Economy 


One of the best of the year’s practical studies of the international economy 
comes from France—-Forces et Faiblesses de l’Economie Francaise, by J. M. 
Jeanenney. ‘This comprehensive yet succinct retrospect of the French 
economy since the war is set in an unusually wide perspective; and its 
comparisons with other countries, liberally illustrated by charts, give a 
quick picture of major recent trends in the world economy as a whole. 
Another valuable study, in strength rather than weakness, is Mainsprings of 
the German Revival, by H. C. Wallich. Professor Wallich’s lucid and 
thorough account concludes that the outstanding economic phenomenon of 
post-war Europe is not attributable to Tuechtigke:t alone: ‘‘ Germany has 
done the right things and had the good luck to do them at the right time ” 

Two significant contributions to the theory of international economics 
have come from Professor James Meade. The Theory of Customs Unions, 
which reproduces a series of lectures given in Holland in 1955, follows 
through in meticulous detail the possible effects of economic unions on the 
welfare of participating countries and the rest of the world. The approach 
is academic and to the non-specialist reader often forbidding; but Professor 
Meade’s general principles, set out in a summary chapter, provide a manage- 
able guide that may be usefully applied to many aspects of the common 
market in Europe that is now under active consideration. Most arresting 
perhaps is the conclusion that a system of tariff preferences may often be 
preferable, from the criterion of world economic welfare, to a full customs 
union. A fuller analysis of the effects of trade on economic welfare is 
made by Professor Meade in the second volume of his Theory of International 
Economic Policy. ‘This work 1s senna abated for fellow economists 


— <a 


* See ‘‘ The Retreat from Bretton Woods ’”’ in the October issue of The Saaailinis 
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and specialist students; the rigorous exercises in abstract theory undoubtedly 
carry some important implications for policy but, disappointingly, Professor 
Meade gives little indication where this is likely to be so. 

In the field of domestic economic theory the year’s crop has been rather 
thin. In the highbrow reaches, Professor J. R. Hicks’s Revision of Demand 
Theory is probably the most significant, though to the reviewer, it must be 
confessed, the most startling aspect of the book is the claim of the pub- 
lishers that the mathematical operations used to present the argument are 
similar to those performed by every shopkeeper. Far more acceptable is 
the theory advanced, apologetically as usual, by Sir Dennis Robertson in 
some of the articles in a further collection, Economic Commentaries; the 
revivals here include also memorable essays in practical policy, including 
those on “‘ Creeping Inflation ’’ and “ The Role of Persuasion in Economic 
Affairs’’. On a similar theme, Mr H. K. Charlesworth draws widelv on 
Britain’s experience to analyse The Economics of Repressed Inflation; this is 
a valuable study (though the “ General Theory ”’ of inflation has plainly still 
to be written), but the reader concerned with practical problems will be 
disturbed by the reliance on jargon and mathematics. A distinctive con- 
tribution to the jargon may be claimed by Dr L. Abbott in his Quality and 
Competition, who coins “ infinopoly ’—or unlimited numbers and thus no 
monopoly at all. Otherwise, Dr Abbott’s main thesis is that competition 
through quality is not an extension or alternative to price competition but 
formally distinguishable from it. 


6é 


Statistical Studies of Current Problems 


The apparent barrenness of much of economic theory in this past year, 
as indeed in most recent years, stands in contrast with the wealth of useful 
studies of economic problems of topical interest carried out through 
statistical and historical research. ‘The most notable such work of the past 
year is The Terms of Trade, by Professor C. P. Kindleberger, a case study 
that seeks to deduce the effect of exchange rates, tariffs and other influences 
on the terms of trade by reference to European experience in the past few 
decades. ‘To measure this, Professor Kindleberger and his researchers 
have compiled a valuable series of new indices for individual countries and 
for industrial Europe as a whole. Another useful historical-statistical 
study is published under the austere title of Agriculture and Industry 
Relative Income, by J. R. Bellerby, of the Agricultural Economics Research 
Institute of Oxford. This enquiry into the trend of agricultural and 
industrial earnings in Britain and four other countries throws useful light 
on the most important single factor affecting movement of labour from the 
land. A most ambitious statistical work is the third and final volume of the 
mammoth Study of Savings in the United States in the years 1897-1949, 
produced by a team headed by Raymond Goldsmith. Another interesting 
statistical venture comes from Aberystwyth, where Mr E. Nevin and his 
colleagues have compiled their own Social Accounts of the Welsh Economy, 
1948-52, in the form of the official national income presentation. 

Among the most significant practical studies in the economic sphere is 
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Evolution of Wages Structures, by Lloyd Reynolds and Cynthia Taft. This 
sets out the systems of wage determination and the resultant wage structures 
in various major industries in the United States; the authors’ careful con- 
clusion is that the net effect of collective bargaining has been beneficial 
to economic efficiency. ‘This book also presents a general picture of wage 
practices in the United States, Britain, France, Sweden and Canada, 
providing a comparison that is highly pertinent to topical questions of 
wages policy in Britain to-day. A useful shorter background to these 
questions is Trade Unions, an up-to-date factual account by a Labour 
reporter, Mr E. L. Wigham, of the history and structure of British trade 
unions and of the main problems in labour relations that now face them. 

A further batch of books has appeared on the history of economic thought; 
but the contribution to either new interpretation or improved exposition 
has been mostly disappointing. ‘The worst offenders, each in their different 
ways, have perhaps been two American “ potted” histories. ‘The account 
of *‘ Ten Great Economists’’, by R. L. Heilbroner and Paul Streeten, is 
worse than merely superficial; its sensational and ‘“‘ human interest ” 
approach—typified by the chapter heads ‘“‘ ‘The Wonderful World of Adam 
Smith ”’, “‘ The Gloomy World of Parson Malthus ’’, ‘‘ The Savage World 
of ‘Thorstein Veblen ’’—1s alarmingly close to that of the Sunday serial. 
The Meaning and Validity of Economic Theory, by the late Professor Leo 
Rogin, does attempt a serious critique of the favourite range of economists 
from Smith to Keynes, but even the reader who is not put off by its addiction 
to a complex and difficult style is apt to find himself lost by its long 
deviations from the central theme. In fine contrast to these clumsy attempts 
at ‘writing down”’ and “ writing up” stands David Hume: Writings on 
Economics, a collection of letters and other unpublished writings brought 
together for the first time and prefaced by an interpretation by k. Rotwein. 

Another absorbing new interpretation of economic thought, made over 
a wider period, is contained in H. Fine’s Laissez Faire and the General 
Welfare State, a study of the changing attitudes of Americans to the rdle 
of the state in economic affairs between the end of the civil war and the 
turn of the century. Professor Fine’s conclusion suggests that in the 
United States, as in Britain, the growth of industrialization spelt not the 
emergence but the decline of the philosophy of laissez faire. A similar 
general theme is argued from a very different standpoint by John Strachey 
in Contemporary Capitalism. Mr Strachey’s attempt to show how capitalism 
has been changed in its fundamental character by the combination of Marx 
and Keynes is brilliant, often revealing but to all but Marxists often also 
infuriating—such as in its extraordinary suggestion that modern national 
income accounting is implicitly based on the Marxist theory that ownership 
of capital produces nothing. 

Of more specialized interest in the historical field, an outstanding contri- 
bution to research into some of the earliest developments in European 
banking is made in a handsomely produced collection of original Italian 
documents, accompanied by detailed interpretation. ‘This major work 
defies hurried assessment; and we hope to publish a full expert review in 
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a later issue. Another fascinating study in the sphere of medieval money 
is contained in the De Moneta of Nicholas Oresme, written around the 
turn of the fourteenth century and now edited in the Latin text and also 
translated by Charles Johnson; the same volume contains a translation of 
a treatise by the Master of the Mint in 1279. 


Money and Banking 


In the sphere of more specific concern to bankers and banking students, 
the year has produced the usual deluge of new primers, studies in monetary 
and fiscal policies, accounts of banking systems at home and abroad, and 
new works and revisions in the fields of banking practice and law. Of the 
primers, far and away the best, and possibly the best of its kind to be pub- 
lished since the war, is Honor Croome’s IJntroduction to Money. ‘This 
lucid, straightforward, friendly and yet never superficial book provides a 
guide from the first principles of money and banking through to foreign 
exchange, Keynesian theory (and here Mrs. Croome’s avoidance of jargon 
without undue simplification is at its most impressive) to intelligent dis- 
cussion of current questions of monetary policy and international payments. 
All but the most sophisticated may derive profit and pleasure from this book. 
The same broad field is covered by a handbook of monetary theory and 
practice by J. L. Hanson, but here the standard of treatment is rather of 
the unexciting average. In a narrower field, Foreign Trade and Foreign 
Exchange, by L. E. Walton, presents a useful textbook for the student. 

On the academic plane, two symposia of articles on fiscal policy have 
come from the United States. ‘The most weighty is Readings in Fiscal 
Policy, the latest in the notable series of “‘ Readings”’ selected by the 
American Economic Association. Many of the contributions now seem 
somewhat dated, but the opening article makes a particularly interesting 
assessment of the attitudes of different countries at different times to the 
concept of the balanced budget—concluding that the concept has withstood 
remarkably even the onslaught of Keynes. ‘The Essays in Public Finance 
and Fiscal Policy by Gerhard Colm are generally more practical in approach 
and rather less forbidding for the reader not versed in the higher flights of 
economic analysis. ‘The administrative aspect of public finance in Britain 
is well discussed in Treasury Control, by Professor Samuel Beer. 

There have recently been a number of notable new expositions of banking 
structures and practices in overseas countries; overshadowing them all is 
Banking Systems (received last year only in time for the briefest mention); 
this is a massive symposium of articles, under the editorship of Professor 
B. J. Beckhart, surveying in some detail the banking and credit systems of 
sixteen countries. While the price of this 900 pager makes it unrealistic to 
recommend the work for every banker’s bookshelf, it can be warranted to 
interest every student of banking who can get hold of it. The countries 
selected are the United Kingdom, the United States, the Soviet Union, 
three Commonwealth countries, five European countries, three South 
American countries and Japan. Each survey is written by a specialist, 
usually a native of the country concerned, but Dr Beckhart has combined 
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the individual sections into a homogeneous whole, which will be a standard 
source of reference for years to come. Ina different sphere of international 
banking are the group of lectures at the international banking summer schools 
this year and last—both of which have been published in the past twelve 
months. The theme of both schools was “ International Banking and 
Foreign Trade ’’, and this year’s collection from the gathering at Rutgers 
University, New Jersey, provides in its exclusively American accent a useful 
complement to the more cosmopolitan range of last year’s lectures at Christ 
Church, Oxford. 

Among the most significant of the detailed studies of overseas banking is 
the report of New Zealand’s royal commission on the monetary and banking 
system; together with the publication of the memoranda submitted to the 
commission by the Associated Banks in New Zealand, the Reserve Bank, 
and the New Zealand Treasury, this provides an invaluable account and 
critique not only of the country’s financial and banking structure but also 
of the major trends in New Zealand’s economic and monetary policies since 
the late ‘thirties. From Australia there has come a second edition of 
Australian Banking, an established textbook that strides from branch banking 
through money and foreign exchange to international trade. 

But it is again American banking that produces the most substantial 
documentation: the abundant economy of the United States has enough 
overspill of energy to write a great number of fat books about itself and 
banking is not neglected. ‘This year seven new books make a formidable 
showing. ‘The most comprehensive is a collection of six Monetary Studies 
published by the American Bankers Association, surveying in turn com- 
mercial banking, the impact of the Federal Reserve and the ‘Treasury, and 
the wider issues of monetary policy. ‘Together, these surveys provide an 
admirable guide to the workings of the American monetary system. A more 
critical approach is to be found in Dr D. A. Alhadeff’s Monopoly and Com- 
petition in Banking, which comes from the University of California, the 
State in which branch banking has developed to an almost English degree. 
The book examines, on the basis of experience, the customary American 
designation of unit banking as competitive and branch banking as mono- 
polistic; and it finds that not only is this unjustified but that the reverse 
is true.* This book is usefully supplemented by The Economics of Group 
Banking, by P. 'T. Hogenson, which examines the growing tendency for the 
unit banks that are forbidden to establish branch networks to come together 
in group association. American experience is demonstrating how inevitable, 
and desirable, is some sort of large-scale grouping; the English banker 1s 
left wondering why his own branch banking example is still so widely 
regarded in the United States as suspect. 

The practical picture of American banking is well presented in Manage- 
ment Policies in American Banks, by Homer J. Livingston, which gives the 
reader a good insight into the way American bankers handle loans and 
investments, administration, staffing, advertising, and a host of other 








* Dr Alhadeff’s finding was discussed in more detail in our annual survey of American 
banking on page 226 of the April issue. 
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matters. Urban Mortgage Lending deals with banking only incidentally, as 
a part of the wider view of the manner in which financing of “ nonfarm ”’ 
real estate is conducted, and the extent to which such lending has increased; 
in Mr Willis R. Bryant’s Mortgage Lending the interest is more specifically 
that of the mortgage banker, in his urban and rural activities. Intended as 
a massive textbook for the neophyte mortgage banker, this latter book may 
be studied by others for the detailed and comprehensive picture it gives of 
American lending principles and practice. 

An unusual contribution in this American group of banking books is 
Forgery and Fictitious Checks; the English reader of this survey of the 
technique of the forger and the ways in which he can be forestalled may 
find most interest in the great differences that the book reveals between the 
American check and the English cheque. A very different, English, treat- 
ment of the same general subject is to be found in Banker Tells All—a 
light-hearted collection of reminiscences of bank frauds and bank crimes, 
famous people and tall stories. It reads like what it is, a collection of news- 
paper articles, but few bankers will be able to resist Mr Hopkins’s gossip. 
In the field of serious contributions to banking law there have been two 
notable revisions of standard texts—a second edition, by Maurice Megrah, 
of the late Dr H. C. Gutteridge’s The Law of Bankers’ Commercial Credits; 
and a second edition of Dr Charles Lawton’s Guide to the Law of Trustee 
Savings Banks. 

In other branches of law and practice of interest to bankers, too, it is the 
new editions of old favourites that predominate. Executorship Law and 
Accounts, The Principles of Executorship Accounts, Income Tax Principles 
and Bookkeeping and Accounts have all been revised; Mr H. A. R. J. Wilson 
is editor of the first, author of the second and third, and part editor of the 
fourth. Of general interest, for the bank customer rather than the banker, 
is a practical guide to Your Own Affairs—information on insurance, house 
purchase, executorship, annuities and investments as well as on banking 
itself. 

finally, brief mention must be made of a few of the interesting new books 
that fall into no general category. Short-Term Economic Forecasting presents 
a valuable series of papers comparing official and unofficial techniques in a 
number of countries; most enlightening to the English reader is the 
exposition of investment forecasting in the United States and Canada. 
The Economic Consequences of Automation, by Paul Einzig, is a readable 
general study of the Year’s New Word. Readings in Market Research 
comprises a useful collection of papers of generally high quality, which 
range over a wide sphere (they include, for example, a description of the 
methods of the Oxford Savings Survey of recent years). Graduate Employ- 
ment is a highly informative report by Political and Economic Planning of 
an enquiry into the jobs and salaries of a large sample of 1950 graduates. 
Last, the Oxford Regional Economic Atlas of the USSR and Eastern Europe 
does more than its name suggests: it illustrates, in clear and attractive 
form, much economic information about the Communist bloc that is not 
available to Western readers elsewhere. 
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Rising Output and Inflation 


A REJOINDER TO DR EINZIG 


By D. J. COPPOCK 


issue of The Banker, to prove the paradoxical point that increasing 

production tends to produce a rise in prices. If this proposition is true 
it does not depend on Dr Einzig’s argument, which is inadequate or invalid 
in several places. Since a rigorous discussion of the problem would be too 
lengthy for treatment here, the following argument is confined to a bald 
statement of my case without formal proof. 

Dr Einzig’s case rests on his “‘ dynamic factor’, the time-lag between 
the increase in incomes generated by the payment for additional production 
and the appearance on the market of the additional output (p. 435). ‘This 
“dynamic factor’’ generates excess demand which is aggravated by the 
secondary effects of the multiplier process (p. 439). In the case of a once- 
for-all attempt to raise output, Dr Einzig argues, the inflationary effect of 
the dynamic factor would be a temporary matter; but if there are persistent 
efforts to raise the level of output the series of temporary inflationary 
pressures may produce, in effect, a secular inflationary trend (pp. 436 
and 441). The argument does not depend on increases in average costs 
caused by the greater level of output (p. 435). Nor does it depend on 
competitive bidding for scarce factors in a fully employed economy, since 
this. sort of inflation is no novelty in academic thought. Dr Einzig’s case, 
if valid, is that even in the presence of unemployed resources or of growth 
on the basis of growing factor supplies, the persistent attempts to raise 
output will produce, through the compounded ‘“ dynamic factor ”’, a secular 


inflationary trend. 


| SHOULD like to comment on Dr Einzig’s recent attempt, in the July 


* 


In the majority of markets in our sort of economy price does not act as 
the short-run equilibrator of demand and supply. ‘There is a two-stage 
buffer mechanism that acts to absorb temporary increases in effective 
demand, and price increases are not normally considered until the absorbing 
power of the buffer mechanism is substantially or completely exhausted. 

The first buffer is provided by stocks of finished goods, which Dr Einzig 
mentions but does not analyse correctly. He believes that, in the absence 
of price increases, the repeated attempts to raise production will create, 
over a series of periods, “‘ an insupportable pressure on stocks ’’, since con- 
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sumption eats into stocks whilst new production replenishes them only 
after a period equal to the pipeline lag. What happens in fact is that 
potential stocks of finished goods are increased by the full amount of the 
additional work-in-progress, whilst current stocks are depleted only by a 
part of the value of the income derived from the additional work-in-progress, 
since a part of the additional income is saved. Saving is to be defined in 
a wide sense, including provision for marginal taxation, imports, demand 
for non-manufactured goods and undistributed profits. It can be proved 
that, after a time, the delayed addition to stocks from maturing output 
checks the current rate of depletion of stocks and that stocks of final goods 
must subsequently grow indefinitely as long as the attempt to raise the rate 
of production persists. ‘The period and extent of the decline in stocks 
depend on the rate of increase of output, the length of the pipeline lag and 
the size of the marginal propensity to save. On the basis of plausible 
estimates of these for the United Kingdom and the United States, it appears 
that stocks of final goods would decline for a period unlikely to exceed nine 
to ten months, and that the maximum decline would not exceed 10 per cent. 

The second buffer, which is available to reinforce the first, especially for 
individual goods normally produced to order, or for goods with a longer 
than average pipeline lag, is the lengthening of delivery dates. ‘This is a 
factor totally disregarded by Dr Einzig. Yet the decision by the consumer 
to await delivery opens up a lag on the side of demand which can com- 
pletely offset the pipeline lag on the supply side. 

The operation of these buffer elements is in no way invalidated by the 
introduction of the secondary effects of the multiplier process. ‘The addi- 
tional demand arising from these has been implicitly included in the above 
argument, which applies whether the attempt to raise output is autonomous 
or induced by previous activity. ‘The argument also applies with sub- 
stantially the same force to stocks of raw materials as well as of final goods, 
since new output is normally commenced by depleting stocks of materials 
which are then replaced out of current production. Empirical data for the 
United Kingdom and the United States suggest that stocks of raw materials 
are adequate to bridge the pipeline lag in material supply, assuming 
realistic rates of growth. 

The conclusion that an attempt to sustain growth of output leads to 
unsold stocks means that the attempt will not be maintained. It has been 
shown by several writers, notably Metzler and Nurkse, that, given the desire 
by businessmen to maintain inventories in a certain relationship to sales, 
any temporary increase in demand is likely to cause a cyclical movement 
in production—the inventory cycle, which Dr Einzig completely over- 
looks. Dr Einzig’s analysis is, therefore, at best incomplete and at 
worst misleading. Even if one allows the inventory cycle to be averaged 
out in a secular analysis, the most likely effect of a sustained rise in output 
is not an insupportable decline in stocks leading to secular inflation, but a 
level of stocks that may be always less than the desired level, but that never- 
theless grows at a rate enabling it to continuously absorb the excess demand 
which generates the growth in output. 
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AMERICAN REVIEW 








HE election results last month, 
with their assurance of another 
four years of a Republican Ad- 
ministration, coincided with yet another 
optimistic review of economic prospects 
from the Department of Commerce. 
This confirmed earlier assessments of 
the annual rate of gross national product 
over the third quarter at $414,000 
millions—marking a gain of $17,000 
millions over the third quarter of 1955 
and the first complete year in which 
the Administration’s goal of a ‘‘ $400 
billion economy ”’ had been surpassed. 
Employment in October reached a new 
peak for the month, with unemploy- 
ment reduced to about 1,900,000, one of 
the lowest levels recorded since 1953. 
Pressure of demand is at present 
concentrated particularly heavily on 
steel. A number of consumers are 
facing serious difficulties of supply in 
coming months. ‘The midsummer 
strike had already curtailed supplies of 
plates, castings, tubes and _ structural 
shapes, and while the industry had 
been gearing itself to another winter of 
full activity, it now faces the prospect 
of emergency demands for tanker steel 
and pipeline tonnage. Moreover, the 
revival in the automobile industry 
means that there will be little possi- 
bility of diverting productive capacity 
from the sheet section. October’s ingot 
output has been assessed at a peak of 
more than 11 million tons, and ship- 
ments lagged far behind new orders. 
Reinforcing the special sources of 
expansion of steel and oil is the high 
level of activity and demand throughout 
industry as a whole. ‘Total factory sales 
in September re-established the peak 
level of $27,700 millions reached before 
the steel stoppage in June. New orders, 


which had jumped smartly in August 
to $29,000 millions from a July level 
of $27,000 millions, reacted a little to 
$28,300 millions, about the same level 
as the average for 1955; but unfilled 
orders at over $62,000 millions are up 
by fully $9,000 millions on the corre- 
sponding level last year. ‘The great 
bulk of this backlog is in orders for 
durable goods, and notwithstanding the 
continuing lag in residential construc- 
tion, there seems no doubt that activity 
in the basic industries will end 1956 at 
very high levels. 


Wall Street’s Caution 


In the circumstances, the sluggish 
response to President Eisenhower’s 
election victory given by Wall Street 
is attributable primarily, though not 
exclusively, to the European-Middle 
East news. ‘The closing months of the 
year traditionally mark a rally in 
security prices, largely because this is 
normally the season of peak business 
activity, and a Republican victory had 
been expected earlier to provoke another 
vigorous upward movement, in which 
the Dow Jones average for industrial 
stocks might once again approach its 
all-time peak of 521 reached in April 
this year. 

In the event, this key market indi- 
cator in mid-November remained not 
far above last year’s low point of 462. 
This wariness reflects investors’ fears 
that the milder international climate 
of the past year or so may be replaced 
by a return to the Stalinist winter 
of the cold war, during which US 
stocks were measured on a much 
more generous yield basis than they 
have been over the past two years or so. 
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It also reflects some disappointment 
with the fact that a Republican Presi- 
dent, until the end of 1958 at least, and 
probably beyond that, will be accom- 
panied by a Democrat- controlled Con- 
gress. This absence of any “ turn to 
the Right’, notwithstanding the re- 
markable personal victory of the Presi- 
dent, has undoubtedly exercised a 
chilling effect on the New York 
market, which measures the prospect 
so largely in terms of ‘“ business 
confidence ’ 

The caution has also been induced, 
however, by renewed fears about the 
implications of the continuing infla- 
tionary pressures. Some observers are 


now suggesting that when Congress 


meets in January fiscal policies may 
have to be adjusted in line with monetary 
policy as a counter-inflationary force. 
There is also growing concern about 
the effects of the increases in labour 
costs and raw material prices, which 
have not generally been matched by 
increases in prices of finished goods. 
On a seasonally adjusted basis, company 
profits in the second quarter at an 
annual rate of $43,000 millions were 
lower than from January-March, 
though still some way above 1955 
levels. The pace of dividend gains has 
slowed appreciably during 1956, though 
the present adjusted annual rate of 
$12,000 millions for distributions by 
companies represents an all-time record. 


American Economic Indicators 


Production and Business: 
Industrial production (1947-49 = 100). . 
Gross private investment (billion $) 
New plant and equipment ee $). 
Construction (billion $) a 
Housing starts 
Business sales (billion S$) 
Business stocks (billion $) 
Merchandise exports (million $) 
Merchandise imports (million S$) 


Employment and Wages: 
Non-farm employment (million) 
Unemployment (000s) . 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 
Weekly earnings (mfg) (S) 


Prices: 
Moody commodity (1931 = 100) High 
Farm products (1947-49 = 100) 
Industrial (1947-49 = 100) aa 
Consumers’ index (1947-49 = 100) 


Credit and Finance: 
Bank loans (billion $) 
Bank investments (billion $) 
Bank loans (weekly) (billion $) 
Consumer credit (billion $) 
Treasury bill rate (°%) 
US Govt Bonds rate (°,) 
Money supply (billion $) 
Federal cash budget (+ 


Nores—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1953-55 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1953-55. Business sales and stocks, 
money supply, bank loans and consumer 


or —) ( mill 3) 


1956 
1953 1954 1955 -- -—- 
July Aug Sept Oct 
134 125 39 136 142 [+5 145 
50.3. 48.0 60.6 : 65.1 
28.4 26.8 28.7 36.3 _ 38.0 
35.3 37.8 43.0 44.7 44.6 44.3 43.9 
1.103 1,220 1,328 101.0 101.0 93.0 93.0 
48.4 46.7 51.7 52.6 544 54.0 — 
80.3 76.9 82.1 85.7 86.0 86.5 
1,314 1,259 1,293 1,612 1,516 1,518 
906 851 £948 1,050 1,049 992 
55.6* 54.7 56.5 58.9 59.5 58.7 59.0 
1,062* 3,230 2,654 2,833 2,195 1,998 1,909 
2.5" 5.0 4.0 4.1 3.2 2.9 2.8 
1.77 1.81 1.88 1.97 1.98 2.00 2 02 
71.69 71.86 76.52 79.0 79.6 81.4 82.0 
428 441 . ' 
339 402 p 4270425421 
97.0 95.6 89.6 90.0° 89.1 90.1 88.4 
114.0 114.5 117.0 121.4 122.4 123.1 123.6 
114.4 114.8 114.5 117.0 116.8 117.1 
67.6 70.6 $2.8 $7.1 $7.5 SS.5 
78.1 $5.: tas tae tam fae 
23.4 22.5 26.7 28.6 29.2 29.7 29.9 
31.2 32.3 38.6 39.5 39.9 40.1 
1.93 0.95 1.75 2.33 2.61 2.85 2.96 
3.16 2.70 2.94 3.05 3.19 3.25 3.24 
200.9 209.7 216,6 213.4 212.9 214.2 
6.153 —1,082 740 - 1,141 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1953-55, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals 1953-55 and then quarterly. 

* Old basis. 
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of India 


Chequerboard of the East 


So many races . . . so many needs. . . so many markets extending over a vast 
area of the earth’s surface. And there The Chartered Bank operates with 
knowledge and experience sustained by more than a century of close and 
intimate contact. Branches of The Chartered Bank of India, Australia and 
China are established in most centres of commercial importance throughout 
Southern and South-East Asia and the Far East. At all these branches a complete 
banking service is available and, in particular, facilities are provided for 

the financing of international trade in co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its agencies in New York and Hamburg 
and a world-wide range of banking correspondents. In London and 

Singapore the Bank is prepared to act as executor or trustee. 


THE CHARTERED BANK OF INDIA, AUSTRALIA AND CHINA 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE : 38 BISHOPSGATE, LONDON, E.C.2. 
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Indian Chessman, part of the set once owned by Clive 








INTERNATIONAL 
REVIEW 





Australia 


TRADE IMPROVEMENT CONTINUES—Ex- 
ports in the four months to the end of 
October showed a surplus of £A40 
millions over imports; in the correspond- 
ing period a year before there was a 
deficit of this magnitude. It has been 
officially stated that, if the improvement 
is sustained, the Government may be 
able to consider some relaxation of 
import restrictions. 

IMPERIAL PREFERENCE CUT—The new 
trade pact concluded with the United 
Kingdom 1s reported in a note on page 


738. 


END WAGE-PRICE LINK ?>—A new con- 
ference between the Commonwealth 
Government and the States Premiers 


was held last month on the question of 
the practice of linking wage rates with 
the cost-of-living index. "The Common- 
wealth Government is trying to persuade 
the States to discontinue these automatic 
adjustments, which it sees as a dangerous 
aggravation of the wage-price spiral. 
BANKING REFORM ?—T‘he Prime Miuinister 
has announced that he intends to hold a 
series of conferences with the commercial 
banks, the Commonwealth Bank and 
the ‘Treasury in February next to discuss 
banking reform. It appears that the 
subjects raised will include commercial 
banks’ complaints about the existing 
relationship between the Commonwealth 
Bank and its trading subsidiary. 


Belgium 
FREEZE NOT SQUEEZE—The Government 
has made some substantial reductions in 
taxes on consumer goods as part of a 
general programme for preventing the 
growth of inflationary pressures. by 
restraining price increases. It has also 


been announced that wages and prices 
will be frozen at present levels and that 
an excess profits tax applicable to all 
businesses earning more than Frs 500,000 
per annum is to be introduced. ‘There 
are no indications that the authorities at 
present favour a tightening of monetary 
policy. Belgium’s economy has con- 
tinued generally sound, but recently 
there has been a tendency for the 
country’s balance with the European 
Payments Union to deteriorate, and 
there have been signs that the high level 





SIR RONALD PRAIN, OBE 


Chairman of the new Merchant Bank 
of Central Africa 








of capital expenditures has created a 
demand for resources in excess of the 
country’s capacity. 


Canada 


FLOATING BANK RATE—The new pro- 
cedure for a weekly adjustment of the 
Bank of Canada’s rediscount rate to } per 
cent above the current rate of discount 
for ‘l’reasury bills 1s discussed in a note 
on page 737. 


Ceylon 


PLEA FOR TARIFF FREEDOM—Ceylon is 
seeking the permission of the organiza- 
tion of the General Agreement on 
l‘ariffs and ‘Trade for release from some 
of its obligations in order to enable the 
country to set up protected industries 
for the purpose of diversifying the 
economy. 

SOVIET TRADE PACT ?—A report drawn 
up by a diplomatic mission that recently 
visited Moscow recommended that the 
offer of friendship by the Soviet Union 
should be accepted. It urged the early 
opening of negotiations for a trade and 
payments agreement between the two 
countries. 


Colombia 


RESERVES FALL SHARPLY— [here has been 
a further deterioration in the country’s 
external payments, owing partly to the 
decline in export shipments caused by 
rumours of the possibility of an early de- 
valuation of the peso, and partly to the 
buoyancy of imports. Foreign exchange 
reserves have declined to about $100 
millions from the level of $160 millions 
at which they started the year, while 
arrears of commercial remittances have 
piled up. 


Czechoslovakia 


COMPENSATION AGREEMENT — [he 
Government has agreed to resume pay- 
ments to Britain of the outstanding 
balance of compensation due under the 
1949 Nationalization Compensation 
Agreement between the two countries. 
The £2,570,000 outstanding will be paid 
in half-yearly instalments equal to 7 per 
cent of the sterling proceeds of Czech 
exports to Britain, subject to a minimum 
of £400,000 a year. Discussions on the 
terms for repayment of the _inter- 
Governmental debt have been suspended 
but are to be resumed not later than 
September 30, 1958. 


Egypt 
BRITISH BANKS SEIZED—British banking 
institutions and other commercial con- 
cerns in Egypt were reported to have 
been sequestrated by the Egyptian 
authorities after the British and French 
Governments had announced their in- 
tention to intervene in the Suez Canal 
area at the end of October. Barclays 
Bank DCO and the Ionian Bank both 
have an extensive system of branches in 
Egypt; in addition, the Ottoman Bank, 
registered in ‘Turkey but owned to a 
substantial extent in Britain and France, 
has. important interests in the country. 
DEFICIT WIDENS—Shortly before the 
opening of the Israeli attack and the 
subsequent Anglo-French military inter- 
vention, the Egyptian authorities stated 
that their financial circumstances were 
not causing them worry, notwithstanding 
the blocking of their sterling balances 
at the end of July. ‘The country’s 
external payments must now, however, 
be adversely affected by the blocking of 
the Suez Canal. Egypt had been drawing 
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about 45 per cent of the Canal dues in 
free exchange in the _ period since 
nationalization in July—estimated to be 
equivalent to about $45 millions a year. 
Before the onset of the Suez dispute in 
July, Egypt was showing an external 
payments deficit of about $100 millions 
qa year. With the loss of the Suez dues 
and the general fall in its exports caused 
by dislocation, Egypt’s payments de- 
ficit may now be running at about $200 
millions a year. Egypt’s free external 
reserves are believed to stand at about 
this figure. 





France 


IMF CREDIT—France has requested and 
been granted stand-by credit facilities 
from the International Monetary Fund 
up to $263 millions, that is 50 per cent of 
the French quota in the Fund. ‘The 
country’s external reserves have been 
falling since the beginning of this year, 
and face further pressure from the present 
international commitments and the in- 
creased outlays needed for dollar oil. 
WOOL CREDIT RENEWED— [‘he acceptance 
credit facilities for financing French wool 
purchases from British Commonwealth 
sources, first arranged in London in 
1947, have been renewed for a further 
year. The revolving credit is again for 
£74 millions, which may be raised by a 
further £24 millions at the height of the 
wool-buying season. 


Germany 


RESERVES TOP $3,000mM—The gold and 
dollar holdings of the German central 
bank rose above $3,100 millions at the 
end of October; including credits with 
EPU and other balances in foreign ex- 
change, total reserves amounted to 
$4,080 millions. ‘The Bank deutscher 
Laender points out in its monthly report 
that the impact on the external reserve 
of the favourable balance of payments 
on current account has been greatly 
reinforced by psychological influences, 
reflected in leads and lags in commercial 
payments. 

CURBING THE SURPLUS—A statement by 
the Ministry of Economic Affairs has 
underlined the danger of inflation and 
argued that a slowing down of the 
German trade surplus is now desirable 
in Germany’s own interest. As a short- 
term contribution to mitigating the pay- 
ments strain on other countries, the 
West German authorities have indicated 
that they are prepared to discuss repay- 


ment of post-war debts to Britain, 
France and Denmark ahead of schedule. 
The Minister for Economic Affairs, 
Professor Erhard, has also promised the 
OEEC that Germany will shortly intro- 


duce full liberalization of industrial 
imports from other West European 
countries. “he recommendations made 


to Germany by an OEEC committee are 
reported on page 736. 

BANK BILL DISPUTE— The decision of the 
Federal Council, the German federal 
chamber, to reject the Government’s 
bill for establishing a new Federal Bank 
has given rise to renewed political con- 
troversy; the Cabinet has rejected most 
of the amendments proposed by the 
Federal Council. 


India 

SOVIET 2) PER CENT CREDIT—The Soviet 
Union has offered India a credit of 
Rs 550 millions (equivalent to over {41 
millions) at an interest rate of 23 per 
cent, repayable within ten years, for 
financing the purchase of Russian plant 
and machinery. 

ROLE OF WORLD BANK—A spokesman of 
the World Bank has explained that, 
although the Bank intends to play an 
important part in helping India carry 
out its five-year development pro- 
gramme, it will not commit itself to 
supplying any fixed amount of capital 
each year. He stated, however, that 
there was no reason why the absence of 
a yearly commitment should cause con- 
cern in India. ‘The Bank was sending 
a mission to India to discuss a possible 
loan to complete the expansion pro- 
gramme of the iron and steel industry. 
It was prepared to take an interest in 
financing all forms of development in 
transportation, as well as power projects. 


Israel 

US LOAN ARRANGED—The Finance 
Minister stated, before the launching of 
the military attacx on Egypt, that as a 
result of his visit to the United States, 
he was hoping that a loan of $75 millions 
from the US [xport-Import Bank to 
Israel would be announced before the 
close of the year. He indicated that a 
mission from the Bank was due to visit 
the country to study development plans 
on the spot. 


Italy 


BOND DEALINGS FREED—The Bank of 
Italy and agent banks have been author- 
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ized to arrange exports and sales of 
shares and bonds issued or payable 
abroad and belonging to persons resident 
in Italy, provided regulations concerning 
the ownership of such shares and bonds 
are observed. Among the transactions 
that thus become freely permissible are 
the sale of foreign bonds in Italy, the 
transfer of Italian bond issues abroad 
and free participation in the inceases of 
capital made by foreign concerns through 
scrip issues and the like. 


Japan 


STERLING HOLDINGS DOWN FURTHER— 
The Ministry of Finance has announced 
that the fall in sterling holdings is con- 
tinuing. ‘The total balance at the end 
of September was £40 millions, com- 
pared with £100 millions six months 
before. By contrast, dollar holdings 
have increased—to $1,041 millions at 
the end of September against $896 
millions in March. Balances in non- 
sterling and non-dollar currencies rose 
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from $248 millions to $252 millions 
over the same period, leaving total 
reserves just $12 millions lower on 
balance. 

Pending the conclusion of the Anglo- 
Japanese trade and payments negotia- 
tions in London, the existing payments 
pact between the two countries was 
extended for another month at the 
beginning of November. 


Malta 


BRITAIN SUPPORTS BUDGET—Mr Lennox 
Boyd, the Secretary of State for the 
Colonies, has announced that the United 
Kingdom authorities have accepted the 
Maltese budget for 1956-57 proposed 
by the Economic Commission _ that 
recently investigated the country’s eco- 
nomic affairs. ‘The UK Government 
would therefore make available to Malta 
sums totalling £5.7 millions to meet the 
prospective budget deficit. ‘They would 
also be prepared to consider the case for 
a supplementary grant. 
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Morocco 


INCORPORATION OF TANGIER—A declara- 
tion bringing to an end the international 
status of Tangier has been signed by 
the Moroccan foreign minister and repre- 
sentatives of the governments which 
formerly participated in the international 
controlling organization—France, Spain, 
the United States, Britain, Italy, Holland, 
Belgium and Portugal. ‘The present 
regime in Tangier will, however, remain 
in force until the Sultan of Morocco 
»romulgates a Royal Charter setting up 
’ new economic system; it is_ stated 
that this will not differ appreciably from 
the existing system. 


Netherlands 


BANK RATE UP—In the second half of 
October the Dutch Bank rate was raised 
a further 4 per cent to 3? per cent. 
‘This marked the third advance in 1956, 
raising the rate to 1} per cent above its 
level at the beginning of the year. It 
was officially explained that the tighten- 
ing of monetary policy had become 
necessary because of the tendency to- 
wards continued expansion of bank 
credit and the unfavourable development 
of the external balance of payments. 
In the first half of the year there was a 
payments deficit of Fl 168 millions, 
and little better results are now expected 
in the second half. 

NEW FISCAL BURDENS— ‘he new Finance 
Minister, Mr Hofstra, has announced 
that the Government intends to take 
further steps to strengthen the budget 
and to raise revenue. He indicated that 
the new measures would include in- 
creased taxes on petrol and spirits, the 
abolition of subsidies on milk and sugar 
and the raising of the turnover tax on 
sugar. He stressed the Government’s 
determination to keep the currency 
sound and indicated that the possibility 
and feasibility of a capital gains tax is 
being investigated. 


New Zealand 


SEASONAL STRAINS—The continued fall 
in the external reserves—the net overseas 
ssets of the banking system amounted 
.0 £84 millions at the end of October, 
compared with £102 millions in the 
middle of the year and £82 millions a 
year before—is attributed largely to 
seasonal factors. It has been pointed 
out that import spending ;has begun to 
respond to the credit squeeze, the total 
for the twelve months to the end of 








September at £197 millions having been 
£12 millions below that for the previous 
twelve months. But the authorities 
have emphasized that the stage has not 
yet been reached at which it would be 
safe to adopt an easier monetary policy. 
DIFFERENCES ON MONEY POLICY—There 
has been considerable criticism of 
monetary policy in_ official circles, 
prompted mainly by the growing short- 
age of funds for financing capital 
development; and an official hint that 
an industrial finance corporation might 
be formed under Government auspices 
has been widely welcomed. The Finance 
Minister, Mr Watts, has declared that, 
as a result of discussions in the United 
States and Great Britain, he was more 
than ever convinced that the financial 
and monetary policies he had _ been 
following for the past two years were on 
the right lines and most likely to achieve 
financial stability. 


Pakistan 


RESERVES “‘ CLARIFICATION ’’—Reports in 
the press that the country’s external 
reserves were reduced by Rs 400 millions 
in the third quarter of 1956, that is, by 
about 25 per cent, have brought a 
‘clarifying statement ”’ from the Finance 
Minister, Mr Amjad Ali. This asserted 
that the correct position was that, in 
the first half of the year, Pakistan 
showed a balance of payments surplus 
of Rs 170 millions. Subsequently, fol- 
lowing the failure of local crops, heavy 
purchases of food had become necessary. 
RELIEF FROM FOREIGN AID—The bulk of 
such purchases had been financed under 
foreign aid, but the extra expenditure 
on food imports that Pakistan had been 
required to finance itself might wipe 
out the surplus in the first half-year. 
Moreover, it is possible that initially 
much of this additional spending has 
been borne by official reserves, pending 
reimbursement from foreign aid funds. 


Poland 


WORKERS’ CONTROL—The new economic 
programme transfers the administration 
of farms and factories from the State 
to the peasants and workers themselves, 
industrial workers being given the right 
to take a direct part in the appointment 
of factory managers and to have a voice 
in the running of the plant. 

The previous practice of commandeer- 
ing about three weeks’ wages a year 
from all workers for backing State loans 
has been discontinued, and a promise 
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has been given that workers will be 
gradually compensated for such deduc- 
tions in the past. 


South Africa 


Dr de Kock, Governor of the Reserve 
Bank and chairman of the National 
Finance Corporation, stated at the cor- 
poration’s annual meeting that, while 
there were signs of a freer supply of 
funds for certain types of investment, it 
was not considered that either the local 
or the international financial situation 
vet warranted a general lowering of 
interest rates in the Union. 


° 
Spain 

STERLING CREDIT ?—Negotiations _ be- 
tween British and Spanish banks aimed 
at securing for Spain a £20 millions 
sterling credit for financing purchases 
of capital goods in Britain are stated to 
be nearing a successful conclusion. 

HELP FROM GERMANY—Talks between 
the Spanish authorities and a delegation 
from West Germany representing the 
Federation of Industry agreed on the 


establishment of a permanent German- 
Spanish Industrial Commission. The 
purpose of the new body would be to 
strengthen economic relations between 
the two countries by making German 
techniques available to Spanish industry. 
The talks explored the possibility of 
Spain improving its trade balance with 
Western Germany by manufacturing 
certain classes of war materials for the 
new German army, and also considered 
methods of helping Spain to meet the 


redemption of the DM 20 millions 
credit due next April. 
Yugoslavia 


US FOOD LOAN—Yugoslavia is to receive 
American wheat and other agricultural 
products to a total value of $98 millions 
under long-term aid and credit arrange- 
ments negotiated with the US authorities. 
‘Three-quarters of the local currency pro- 
ceeds of these shipments will be made 
available by the United States for 
financing the country’s economic de- 
velopment plan in the form of a credit 
repayable over a period of 40 years. 





PUBLICATIONS RECEIVED 


Academic Works 
The Theory of Customs Unions, by J. 
Guilders 7.50. 


The Theory of International Economic Policy. 
Oxford University Press, 45s. 


A Revision of Demand Theory, by J. R. Hicks. 


Meade. 


Meade. North Holland Publishing Co, 
Vol II: Trade and Welfare, by J. E. 


Oxford University Press, 18s. 


The Economics of Repressed Inflation, by H. K. Charlesworth. Allen & Unwin, 13s 6d. 
Readings in Fiscal Policy, selected by American Economic Assocn. Allen & Unwin, 30s. 


Personal Income During Business Cycles, by D. Creamer. 
The Failures of Economics: A Diagnostic Study, by Sidney Schoeffler. 


Oxford University Press, 32s. 
Harvard Univer- 


sity Press; London: Oxford University Press, 38s. 


Economic Theory and Method, by F. Zeuthen. 


Economic Textbooks and Primers 


Introduction to Money, by Honor Croome. 
Monetary Theory and Practice, by J. L. Hanson. 


[ongmans, Green & Co, 35s. 


Home Study Books, Methuen, 10s 6d. 
Macdonald & Evans, 30s. 


Foreign Trade and Foreign Exchange, by 1.. E. Walton. Macdonald & Evans, 27s 6d. 


Practical Studies of Current Problems 
(i) Monetary 


Sterling-Dollar Diplomacy, by Richard N. Gardner. 
The Sterling Area in the Post-war World, by Philip W. Bell. 


Press, 63s. 


Sterling: Its Meaning in World Finance, by Judd Polk. 
Royal Inst Internatl Affairs, 27s 6d. 

Treasury Control, by Samuel H. Beer. Oxford, Clarendon Press, 15s. 

Essays in Public Finance and Fiscal Policy, by Gerhard Colm. 


Press, 38s. 
International Banking and Foreign 
School, 1955. 


Trade: 
Europa Publications, 30s. 


Oxford, Clarendon Press, 42s. 
Oxford University 


Harper & Bros: London, 


Oxford University 


Eighth International Banking Summer 


International Banking and Foreign Trade: Ninth International Banking Summer School. 


Europa Publications, 30s. 
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fustralian Banking, by J. K. Gifford, J. V. Wood and A. J. Reitsma. 2nd edition. 
University of London Press, 50s. 

Management Policies in American Banks, by Homer J. Livingston. Harper, New York, $3. 

Vonopoly and Competition in Banking, by D. A. Alhadeff. University of California; 
London: Cambridge University Press, 34s. 

The Economics of Group Banking, by Palmer 'T. Hogenson. Public Affairs Press, 
Washington, $5. 

Private Credit and Public Debt, by Anatol Murad. Public Affairs Press, $3.75. 

Capital and its Structure, by L. M. Lachmann. G. Bell & Sons, 15s. 

The Finance of Farming in Great Britain, by Shadrach G. Hooper. Europa Publica- 
tions, 25s. 

The Indian Capital Market, by V. R. Cirvante. Oxford University Press, 17s 6d. 

Traite de Politique Fiscale, by Maurice Laure. Presses Universitaires de France. 

The Pattern of Financial Asset Ownership, by Thomas R. Atkinson. Oxford University 
Press, 30s. 

Mortgage Lending, by Willis R. Bryant. McGraw-Hill, 50s 6d. 

('rban Mortgage Lending, by J. E. Morton. Oxford University Press, 32s. 


(ii) Other Studies 

Economic Commentaries, by Sir Dennis Robertson. Staples, 16s. 

Forces et Faiblesses de l Economie Francaise, by J. M. Jeanneney. Laibrarie Armand 
Colin, Paris. 

\Vlainsprings of the German Revival, by Henry C. Wallich. Yale University Press; 
London: Oxford University Press. 

Evolution of Wage Structures, by Lloyd G. Reynolds and Cynthia Taft. Yale University 
Press; London: Oxford University Press. 

7rade Unions, by Eric L. Wigham. Home University Library of Modern Knowledge, 
Oxford University Press, 7s 6d. 

The Terms of Trade: A European Case Study, by C. P. Kindleberger. Chapman & 
Hall, 72s. 

dericulture and Industry Relative Income, by J. R. Bellerby. Macmillan & Co., 30s. 

Readings in Market Research. British Market Research Bureau, 35s. 

The Social Accounts of the Welsh Economy, 1948-52, by Edwin Nevin. University of 
Wales Press, 3s 6d. 

Consumption and Business Fluctuations, by Ruth P. Mack. National Bureau of Economic 
Research, New York, 60s. 

Economic Planning under Free Enterprise, by Henry Grayson. Public Affairs Press, 
Washington, $2. 

(apital Formation and Economic Growth. Conference of National Bureau for Economic 
Research. UK: Oxford University Press, $12. 

Trends in Employment in the Service Industries, by George J. Stigler. Princeton Univer- 
sity Press, $3.75. 

iVelfare in New Zealand. Oxford University Press, 16s. 

Polictes to Combat Depression. ‘The National Bureau of Economic Research. Princeton 
University Press; London: Geoffrey Cumberlege, 68s. 

The Civil Service in Britain and France. Ed. William Robson. Hogarth Press, 21s. 


Historical 

History of the Second World War: Financial Policy 1939-45, by R. S. Sayers. HM 
Stationery Office, 37s 6d. 

History of the Second World War: Studies of Overseas Supply, by H. Duncan Hall and 
C, C. Wrigley. HM Stationery Office and Longmans, 37s 6d. 

History of the Second World War: Agriculture, by Keith A. H. Murray. HM Stationery 
Office and Longmans, 30s. 

(ountry Banking in the Industrial Revolution, by L. S. Pressnell. Oxford University 
Press, 70s. 

English Bank Note Circulation, 1694-1954, by Emmanuel Coppieters. ‘The Louvain 
Institute of Economic and Social Research, Belgium, 17s. 

\len and Power, 1917-18, by Lord Beaverbrook. Hutchinson, 25s. 

The Great Economists, by Robert L. Heilbroner and Paul Streeten. Eyre & Spottis- 
woode, 28s. 

The Meaning and Validity of Economic Theory, by Leo Rogin. Hamish Hamilton, 52s. 

Laissez Faire and the General-Welfare State, by Sidney Fine. Michigan University 
Press; London: Geoffrey Cumberlege, 60s. 

David Hume: Writings on Economics. Edited and with an introduction by E. Rotwein. 
Nelson, 30s. 

The De Moneta of Nicholas Oresme. Edited by Charles Johnson. Nelson, 20s. 

Archivi Storici Delle Aziende Di Credito. Associazione Bancaria Italiana. 

The Economic Thought of Franklin D. Roosevelt, by Daniel R. Fusfeld. Columbia 
University Press; London: Cumberlege, 40s. 
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A Study of Saving in the United States, by R. W. Goldsmith. Vol. III. Princeton 
University Press; London: Cumberlege, 68s. 

Life Since 1900, by Charles Furth. Allen & Unwin, 15s. 

Distribution’s Place in the American Economy Since 1869, by Harold Barger. Princeton 
University Press; London: Cumberlege, 36s. 

Revista de Economia Politica. Instituto de Estudios Politicos, Madrid, 90 pesetas. 


The Sumitomo Bank Ltd: History of Sixty Years, 1895-1955. Osaka. : 
Law and Practice - 
The Law of Bankers’ Commercial Credits, by the late H. C. Gutteridge and Maurice a 
Megrah. 2nd edition. Europa Publications, 25s. F 

Guide to Law of Trustee Savings Banks, by C. L. Lawton. 2nd edition. Savings Banks 0 
{nstitute, 42s. C 

The Legal Aspects of Business, by H. R. Light. Pitman, 15s. te 

The Law of Agency in South Africa, by J. E. de Villiers. Juta & Company. Cc 
Underhill’s Law Relating to Trusts and Trustees, by M. M. Wells. 10th edition. fi 

re 


Butterworth & Co, 77s 6d. 
Ranking, Spicer and Pegler’s Executorship Law and Accounts, by H. A. R. J. Wilson. J 
H. F. L. (Publishers) Ltd, 35s. nr 
Spicer and Pegler’s Bookkeeping and Accounts, by W. W. Bigg, H. A. R. J. Wilson and P 
A. E. Langton. H. F. L., 35s. r 
The Principles of Executorship Accounts, by H. A. R. J. Wilson. H. F. L., 15s. N 
The Law of Stamp Duties, by P. E. Whitworth and J. Mackenzie. Jordan & Sons, 55s. fr 
Tax Planning with Precedents, by D. C. Potter & H. H. Monroe. Sweet & Maxwell, 50s. N 
Taxation: Key to Income Tax and Surtax. Edited by Ronald Staples. ‘Taxation tc 
Publishing Company, 10s. fr 
Tax Planning for Real Estate, by J. K. Lasser. ‘Tax Institute, $9.95. ts 
Income Tax Principles, by H. A. R. J. Wilson. H. F. L., 12s 6d. H 
Key to Profits Tax. ‘Taxation Publishing Co, 10s. C 
International Tax Agreements. United Nations Publications, 14s. M 
Sutton and Shannon on Contracts, by K. W. Wedderburn. Butterworth & Co, 32s 6d. m 
Can You Claim ?, by John Yaxley. Chatto & Windus, 6s. G 
Forgery and Fictitious Checks, by Julius L. Sternitzky. Charles C. Thomues, Spring- St 
field, Illinois; U.K.: Blackwell Scientific Publications, 34s. th 
Banker Tells All, by Thurston Hopkins. Muller, 16s. 3% 


Miscellaneous H 
Bankers’ Almanac and Year Book, 1955-56. ‘Thos Skinner & Co, 85s. LI 
The Directory of Directors, 1956. Thos Skinner & Co, 50s. Pe 
Banking Almanac, 1955-56. Insurance & Banking Publications, New Delhi. Al 
Graduate Employment. Political and Economic Planning. Allen & Unwin, 30s. be 
Your Own Affairs, by M. Martin. Phoenix House, 10s 6d. SI 
The Investor’s Pocket Book. Evans Bros, 5s. Ct 
Costing for Advertising, by Robert Brandon. Bailey Bros & Swinfen, 12s 6d. M 
Dictionnaire des Sciences Economiques, by Jean Romeuf. Press Universitaires de France. Ct 
Oxford Regional Economic Atlas: The USSR and Eastern Europe. ‘The Economist Intelli- M: 

gence Unit and the Clarendon Press. Oxford University Press, 42s. fro 
The Function and Design of Company Annual Reports, by R. J. Chambers. Sweet & M: 
Maxwell, 55s. to 
The Economic Consequences of Automation, by Paul Einzig. Secker & Warburg, 21s. Bo 
The Electronic Office, by R. H. Williams. Gee & Co, 15s. Co 
Electronic Computers. Edited by 'T. E. Ivall. ‘‘ Wireless World ’’ Publications, 25s. be 
Les Francats et La Republique, by Charles Moraze. Librairie Armand Colin, 20s. of 
Risk and Gambling, by Cohen and Hansel. Longmans & Green Co, 14s. gel 
Le Borse Valori, by Nicola Garrone. Casa Editrice Dot. Franceso Vallardi, Milan, Mr 
Lire 6,500. for 
The Politics of Compromise, by Dankwart A. Rustow, 40s. suc 
The New Japan, by Harold S. Quigley and John E. Turner. University of Minnesota wic 
Press; London: Cumberlege, 40s. Sor 
The Civilian and the Military, by Arthur A. Ekrich, Jr. Oxford University Press, 40s. to 
Man in Contemporary Society. Columbia University Press; London: Cumberlege, 60s. Ast 
The Power Elite, by C. Wright Mills. Oxford University Press, 36s. suc 
How to Retire Successfully, by Carlton Wallace. Evans Bros, 10s 6d. Mr 
Suggestion: Its Value in Business and Social Life, by Arthur McNaughtan. Elliot be 
Right Way Books, 6s. Bai 
‘* Sensism”’: The Philosophy of the West, by Charles Smith. Vols I and II. The Eas 
Truth Seeker Company, New York, $10. Mr 
The Cashier, by Gabrielle Roy. William Heinemann, 15s. G. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank— York District Local Head 
Office: Mr H. B. Niven from Hull to be a 
local director. Head Office, Inspection Dept: 
Mr A. G. Hudson from Registrar’s Dept 
and Mr J. B. Worden tobe inspectors. Stock 
Exchange: Mr K. H. A. Virley to be manager 
on retirement of Mr Stroud. Barnard 
Castle: Mr A. E. Stoker from Darlington 
to be manager on retirement of Mr Pea- 
cock. Bowes Park: Mr A. G. Dowdeswell 
from British Museum to be manager on 
retirement of Mr Wright. Lilandilo: Mr 
J. A. Clement from Pontardulais to be 
manager on retirement of Mr _ Jones. 
Pickering: Mr G. E. Hayton from Kirby- 
moorside to be manager on retirement of 
Mr Yeoman. Pontardulais: Mr H. G. Lloyd 
from Haverfordwest to be manager. Ruthin: 
Mr M. C. Jones from St Asaph and Abergele 
to be manager. St Asaph: Mr D. J. Jenkins 
from Llanwrtyd Wells to be manager. 
Clydesdale & North of Scotland Bank— 
Head Office, Intelligence Dept: Mr Walter J. 
Chinn to be manager. Aberdeen, Woodside: 
Mr J. A. MacRae from Portsoy to be 
manager on retirement of Mr J. G. Hay. 
Glasgow, Calton and Bridgeton: Mr J. 
Stewart from head office to be manager on 
the resignation of Mr Wilson. 

District Bank—London, High Holborn: Mr 
C. V. Hasleham from Wimbledon to be 
manager. St Albans: Mr J. P. Lamb from 
Hounslow to be manager. 

Lloyds Bank—Gainsborough: Mr S. P. 
Pegrum from Leeds to be manager. Newton 
Abbot: Mr J. H. Brock from St Austell to 
be manager on retirement of Mr Flood. 
Shotley Bridge: Mr S. W. Howe from 
Chopwell to be manager on retirement of 
Mr Gradon. Witney: Mr R. F. Pedley from 
Church Stretton to be manager. 
Martins Bank—Darwen: Mr H. 
from Bury to be manager. 
Midland Bank—Mr Whitney W. Straight 
to be a member of the Board and of the 
Board of Midland Bank Executor & Trustee 
Co Ltd. Head Office: Mr N. F. Cooper to 
be assistant general manager on retirement 
of \Ir Kinglake; Mr J. E. Johnson to be a 
general manager’s assistant in succession to 
Mr Cooper; Mr D. M. Corbett from Brad- 
ford to be superintendent of branches in 
succession to Mr Johnson. London—Chis- 
wick, 281 High Rd: Mr D. L. Tomlins from 
South Harrow to be manager in succession 
to NIr Ashwood; Mincing Lane: Mr R. C. 
Ashwood from Chiswick to be manager in 
succession to Mr Allen; Winchester House: 
Mr C. G. C. Allen from Mincing Lane to 
be manager on retirement of Mr Barnes. 
Barnard Castle: Mr T. R. Nicholson from 
Easingwold to be manager on retirement of 
Mr Wray. Birmingham, Snow Hill: Mr 


G. LL. Simmons from Stourbridge to be 


Shanks 


manager in succession to Mr Drury. Bore- 
ham Wood: Mr E. H. J. Summers from 
Hendon to be manager in succession to 
Mr Goold. Burslem: Mr L. Adams from 
Hanley to be manager on retirement of 
Mr Marrison. Clitheroe: Mr J. Robinson 
from Blackburn to be manager on retirement 
of Mr Hardman. 

National Bank of Scotland—Banff: Mr 
W. M. MacRae to be manager on retirement 
of Mr Maxwell. Edinburgh, Slateford: Mr 
J. Leggat from head office to be manager on 
retirement of Mr Cowan. Glasgow, Spring- 
burn: Mr P. W. Brown from St Enoch 
Square to be manager on retirement of Mr 
Fraser. Hamilton: Mr W. K. McLellan 
from Wishaw to be manager on retirement 
of Mr Tevendale. 

National Provincial Bank— London—City : 
Mr G. W. Cosgrove to be head of Income 
Tax section in succession to the late Mr 
Bishop; Overseas Branch: Mr S. J. Knight 
to be head of Commercial Credits with 
managerial status on retirement of Mr Cran- 
well; Westminster: Mr J. F. Daley from 
Acton to be manager on retirement of Mr 
Rickard. Combe Down: Mr 'T. W. G. Davies 
from Yeovil to be manager. Hoylake: Mr 
E. C. Waterhouse from Purley to be manager 
on retirement of Mr Senior. Sale: Mr E. P. 
Pearce from Manchester to be manager. 
Trowbridge: Mr G. M. Bartlett from Newark 
to be manager. Wetherby: Mr F. D. Hughes 
from Peterborough to be manager on retire- 
ment of Mr Reid. 

Treasury—Mr Derek Walker Smith has 
been appointed Economic Secretary to the 
Treasury in succession to Sir Edward 
Boyle, who resigned last month on political 
grounds. Mr G. F. Thorold, CMG, to 
be head of UK Treasury delegation and 
economic minister in Washington as from 
January, 1957, in succession to the Right 
Hon the Viscount Harcourt. Mr. E. W. 
Maude to be principal private secretary to 
the Chancellor of the Exchequer in suc- 
cession to Mr L. Petch. 

Westminster Bank—Head Office: Mr 
T. M. Shields from Rochester and Mr 
S. G. E. Owen from Notting Hill Gate to be 
controller’s assistants; Mr J. H. Archer from 
Lombard St to be inspector of branches. 
London—Balham: Mr R. J. Y. Wilkins to be 
manager on retirement of Mr Harding; 
East Greenwich: Mr A. Davey from Camber- 
well to be manager on retirement of Mr 
Collins; Gray’s Inn: Mr J. C. Watson from 
Holborn Circus to be manager; Leyton: Mr 
W. V. Thorpe from Shoreditch to be 
manager; Tower Bridge: Mr H. E. Stuart 
from Covent Garden to be manager on 
retirement of Mr Gates. Chapel-en-le- 
Frith: Mr F. E. Frisby to be manager in 
succession to the late Mr McK. Adams. 
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BANKING STATISTICS 


Trend of *“ Risk’’ Assets 


(£ millions, except for italicized figures, which show percentages of gross deposits) 














Change on Change 
1955 1956 latest on 
Oct Aug Sept Oct month year 
Barclays: 
Advances 386.4 375.4 361.1 365.7 - 4.6 20.7 
% 28.1 27.6 26.5 26.4 
Investments 456.4 465.7 470.1 475.0 4.9 18.6 
yA 33.2 34.2 34.6 34.3 
Lloyds: 
Advances 337.3 349.5 341.0 336.2 — 4.8 1.1 
, 4 29.3 30.8 30.1 29.3 
Investments 394.1 366.9 365.7 366.4 - 0.7 27.7 
4 34.3 a2 ..3 34.3 32.0 
Midland: 
Advances 410.2 415.5 395.0 405.8 -10.8 4.4 
yA 29.7 30.4 29.0 28.9 
Investments 490.0 402.1 402.1 411.9 + 9.8 78.1 
% ae 35.4 29.4 29.5 29.3 
National Provincial: 
Advances 284.8 258.0 249.1 251.9 - 2.8 32.9 
4 35.8 33.6 32.7 32.8 
Investments 226.0 211.8 221.0 221.2 0.2 4.8 
» A 28.4 27.6 29.0 28.9 
Westminster: 
Advances 262.9 58.5 245.6 242.1 — 3.5 20.8 
4 32.2 31.4 30.5 29.6 
Investments 264.7 227.5 242.6 242.6 — 22.1 
/o 32.4 27.7 30.1 29.6 
District: 
Advances 67.1 65.6 64.3 65.5 :.2 1.6 
% 28.4 28.8 28.3 28.4 
Investments 80.5 73.1 72.8 72.8 — ia 
% 34.0 32.1 32.1 31.5 
Martins: 
Advances 95.1 91.2 87.7 85.3 — 2.4 9.8 
% 31.9 30.5 29.2 27.8 
Investments 87.4 85.4 85.4 89.2 3.8 1.8 
% oe - 29.3 28 .6 28.4 30.4 
Eleven Clearing Banks: 
Advances = 1,965.0 1,930.3 1,859.6 1,862.4 - 2.8 -- 102.6 
~ 30.8 30.6 29.7 29.2 
Investments 2,085.9 1,918.1 1,946.9 1,967.3 20.4 — 118.6 
% 32.7 30.4 31.1 30.9 
Trend of Bank Liquidity* 
1955 1956 
Mar June Aug Sept Oct Dec Mar June Aug Sept Oct 
% % % % % % % % % % % 
Barclays 23.8 03 33.3 4.7 36:3 37.9 HS H.7 3.4 %B.O HF 
Lloyds 2.3 wee 32S 3.2 3.4 MS a. ek ee ee ae 
Midland 7.4 Bt 2.5 31.9 32.2 B.2 2.6 22.6 M.S He we 
National Prov 2.7 32.3 3.7 33.8 336 86.6 3.3 2.3 3D. MS Re 
Westminster.. 29.7 28.1 30.1 32.0 32.6 36.3 33.1 31.3 37.2 36.9 37.6 
District 33.5 WS 32.7 33.7 4.9 30:9 37.2 BI BS HY Sas 
Martins a. 22.6 32.7 36 6 Pt 3.3 Rs WA 3 we 
All Clearing 
Banks 29.9 30.1 320 33.5 33.8 37.4 33.1 33.5 35.6 36.9 37.1 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 

1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 


1951: 
Oct 
Nov 

1955: 
Oct 

1956: 
Aug 
Sept 
Oct 
* Ten clearing banks for 1921-35, thereafter eleven 
t Ratios to gross deposits, 1.e. including items in course of collection. 


Ways and Means Advances: 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 


5,981 
5,973 


6,125 
6,008 


6,042 
6,115 


Bank of England .. 
Public Departments 


Treasury Bills: 
Tender 
Tap 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 

668 
576 
623 

692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 


2,423 
1,981 


2,157 
2,240 


2,315 
2,365 


Ratiot ‘TDRs 
% 





Floating Debt 


Banking Trends since World War I* 


Liquid 
Assets 


Invest- 
ments 


{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 


301 
348 


560 
615 
614 
643 
65 

637 


608 
666 
894 
1,069 
1,147 
1,165 
1,156 


1,345 
1,474 
1,479 
1,505 
1,505 


‘1,624 


1,983 
2,163 
2,321 
2,149 


1,555 
2,033 


2,086 
1,918 


1,947 
1,967 


Advances 


{mn 
833 
750 
761 
808 
856 
892 
928 
948 
991 
963 


919 
844 
759 
753 
¥69 
839 
865 
954 
976 


991 
955 
858 
797 
747 
750 
768 


888 
1,107 
1,320 
1,440 
1,603 
1,822 
1,838 
1,731 
1,804 
2,019 


1,897 
1,925 


1,965 
1,930 


1,860 
1,862 


except for italicized line for 





Combined 
Ratiot 
% 


61.0 
60.8 
60.1 


1936. 











Nov 19, Nov 3, Nov10, Nov 17, 
1955 1956 1956 1956 
{mn {mn {mn {mn 

a a 1.8 y Oe 

284.2 263.6 258.6 293.4 

3,500.0 3,610.0 3,610.0 3,610.0 

1,856.5 1,360.2 1,341.2 1,283.0 
5,233.8 5,211.6 


5,640.7 








5,188.6 





National Savings 


(£ mn) 
Change 

Savings in Total Total 

Certi- Defence Savings Total Accrued Defence Remain- Remain- 

ficates Bonds Banks Small Interest Bond ingIn- ing In- 

(net) (net) (net) (net) Maturity vested* vested 
1948-49 .. - 6.6 -—- 6.4 +39.8 +26.8 102.8 -52.1 +59.5 6,101.9 
1949-50 .. -23.4 -18.6 - 29.7 - 71.7 100.8 -0.9 +24.2 6,126.7 
1950-51 - §.5 -20.7 - 64.7 - 90.9 95.3 a + 4.1 6,130.8 
1951-52 +19.8 -14.7 - 90.3 —- 85.2 94.1 -42.6 —-36.5 6,094.3 
1952-53 .. +20.8 —-11.3 -131.6 -122.1 88.3 -45.5 -73.4 6,020.9 
1953-54 .. +19.0 + 0.3 - 79.3 - 60.0 88.6 -38.4 -12.2 6,008.7 
1954-55 .. +45.8 +50.0 - 35.5 +89.5 89.4 16.0 +120.8 6,126.2 
1955-56 +20.9 +63.3 - 76.4 - 32.7 77.6 -49.0 -~ 5.8 6,119.0 

1955- 56 
April-Sept +12.6 +45.0 - 39.0 — 21.9 39.8 -10.0 9.0 6,134.0 
Oct ~-~ 2.1 — 4.4 + 4.9 - 1.6 5.6 -10.2 — 8.0 6,126.0 
1956-57. 

April-Sept +14.7 + 6.9 -16.2 + 5.4 ~ 24.4 —29 .3 + 4.0 6,123.0 
Oct .. +20.0 —- 0.8 + 9.2 28.4 1.14 -1.1 +28.0 6,151.0 


* After taking account of net sales venie the Post Office Savings Bank of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar 


Surplus (+) or Deficit (—) Financed by: 
























































Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946.. oo — — 908 — +1123 + 220 2696 
1947.. + oe — 4131 — +3513 - 618 2079 
1948.. — -- -1710 682 + 805 —- 223 1856 
1949.. — —— — 1532 1196 + 168 — 168 1688 
1950.. + 14 +791 + 805 762 + 45 +1612 3300 
1951.. —112 — 876 — 988 199 - 176 —- 965 2335 
1952.. . —276 — 460 — 736 428 —- 181 — 489 1846 
1953.. +113 +433 + 546 307 - 181 + 672 2518 
1954.. + 85 +407 + 492 152 — 400 + 244 2762 
1955.. — 169 — 406 - 575 114 —- 181 — 642 2120 
1955: 
pie af — 143 —- 144 49 “= - 95 2667 
II + 56 — 88 —- 32 45 = + 13 2680 
III —105 — 240 — 345 10 — — 335 2345 
IV -—119 + 65 —- 54 10 ~- 181 —- 225 2120 
1956: 
I — 47 +187 + 140 17 — + 157 2277 
April — +47 + 47 + —- + 51 2328 
May + 29 + 9 + 38 3 — + 41 2369 
June + 16 - 2 + 14 2 -— + 16 2385 
II + 45 +54 + 99 9 —- + 108 2385 
July . - 19 +30 + 11 16 - 7 + 20 2405 
August - 51 —- 68 - 119 4 —- 14 —- 129 2276 
September .. — 34 — 94 —- 128 3 + 177 + 52 2328 
11] ome ES oe 23 156 - 57 2328 
October — 28 —- 63 - 91 7 — — 84 2244 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 


+ Payments comprise annual service charges on the US 


and Canadian loans in each 


December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt and 
repayment of $112 mns to IMF in 1954, and further $7 mns on EPU funding in July, 
1955; and $14 mns to IFC in August last. 
US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from S. African gold 
loan of 1948; and $177 mns from sale of Trinidad oil company in September, 1956. 
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Credits comprised $4,909 mns in 1946 from 
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THE BRITISH LINEN BANK 





Statement to Stockholders by the Governor, Lord Airlie 





Proprietors at the Annual General Meeting, 

which was held on 20th November, The Right 
Hon. The Earl of Airlie, K.T., Governor of the 
Bank, has circulated with the Accounts a State- 
ment, of which the following is an extract: 


[? place of his customary address to the 


The figures of the Balance Sheet show that 
the Note Circulation has-risen by some £940,000 
to over £12,957,000. 


Deposits at over £80} million are up by 
{2,852,000 on the figure a year ago. Although 
in some degree this increase is attributable to 
oscillations from day to day, there are grounds 
for satisfaction that the volume of Deposits has 
been more than maintained in the face of 
consistently tight monetary conditions, but for 
which the continued progress of our business, 
measured in terms of activity and of extension 
of connections, would have been more manifest 
in the Balance Sheet. 


Passing to the Assets side, cash on hand, 
cheques in transit, money at call, and ‘Treasury 
Bills aggregate £32, 079,793 (an increase of 
{£2,020,022). The ratio to the combined total 
of Deposits and Notes in Circulation is 34.27 per 
cent. as compared with 33.47 per cent. a year 


ago. 


Investments appear at over £41,384,000—a 
rise of £1,895,000. Partly out of increased 
resources in the form of Deposits, but also 
because our application of the credit squeeze 
caused a marked contraction in the average 
figure of our Advances during the past year as 
compared with the mean of the previous year, 
we were enabled to make substantial additions 
to our investment portfolio, principally in 
Government issues. The impact of lower 
prices upon an enlarged portfolio makes for a 
somewhat greater difference between the book 
value of our investments and their market value 
current at the date of our annual balance, but 
the difference is still well covered by our Reserve 
Fund. 


Bank premises and other property, as written 
down, are shown at £992,000, denoting a net 
increase for the year of some £53,490 which 
represents in the main the cost of major recon- 
struction of several old branch offices and the 
purchase of two additional branch premises. 
Urgent considerations brooked no delay in 
execution of these projects. 


Our total resources have expanded by fully 


Xxix 


{2.8 million on the year to just over £102 
million. Although this total is £5.5 million 
short of the record created two years ago, I 
regard the partial recovery as a very creditable 
performance under prevailing conditions. 


Profits 


Net profit for the year at £290,562 shows a 
downward trend from the previous year’s figure. 
It is commonly supposed that dear money 
suits the banks. In Scotland, at least, that is not 
true to-day. Half of our Deposits bear interest, 
and this interest-bearing portion is in excess of 
the total of our Advances plus Money at Call 
on the London Discount Market. Our invest- 
ment portfolio was in the main built up in the 
days of cheap money. It necessarily follows that 
when, in February last following the change in 
Bank Rate, we simultaneously raised our deposit 
rates and our lending rates by 1 per cent. per 
annum, our net earnings suffered. 


It will be observed that with the sum of 
£209,796 brought forward from last year, the 
amount available for distribution is £500,358. 
Of this, a payment of £64,687:10s. has already 
been made in respect of dividend for the 
half-year to 31st March last at the rate of 18 
per cent. per annum, less Income Tax, and it 
is now proposed to devote a like sum towards 
a distribution at the same rate for the second 
half of this year, after deducting Income Tax. 
Transfers as before of £85,750 to Staff Pension 
Fund and £75,000 to Contingencies Account 
leave the balance of Profit and Loss Account to 
be carried forward at £210,233—a small increase 
on the amount brought in. 


Staff 


It has always given me particular pleasure at 
the Annual Meeting to voice on behalf of the 
Directors and myself our high appreciation of 
the calibre and loyalty of our Staff. Technically 
equipped as they are to meet the more exacting 
requirements of the present age, they more than 
maintain in their relations with our customers 
the great traditions—so long established—of the 
Bank’s service to the community. I myself 
know what is done in the Bank and how well it 
is done, and I sincerely extend to the Staff of all 
ranks my warm thanks for the high standard of 
their work, which is a credit to the Bank and 
by no means an unimportant contribution to 
the common weal. 
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Improved Group Results 


Subsidiaries’ Active and Successful Year 





Impact of Government’s Monetary Policy on Investment Field 


holders of the Bank will be held in the 
North British Station Hotel, Edinburgh, 
on Thursday, December 20, 1956, at 12 noon. 


The following is the statement by the 
Governor, Lord Rotherwick of Tylney, which 
has been circulated to shareholders with the 
report and accounts for the year ended October 
27, 1956: 


When I circulated my statement to share- 
holders in November, 1955, our thoughts were 
mainly concentrated on the problems associated 
with our domestic economy. While these prob- 
lems are still facing us, and are much in our 
minds, the international events of recent months 
have been of such importance to all of us that 
we are today thinking more in terms of maps 
than of money. The major political issues 
arising in the Middle East and elsewhere have 
not yet had serious repercussions on our 
economy at home, but it is not difficult to 
visualise the consequences of any prolonged 
interruption of the flow of oil from the Middle 
East. Serious economic difficulties could 
develop rapidly and change materially the 
financial and monetary climate in which we 
have been living for the past eighteen months. 
It follows therefore that my remarks to you on 
banking topics should be essentially historical 
in character. 


TT hot annual general meeting of  share- 


Policy of Credit Restraint Continued 


The official policy of credit restraint has 
continued unabated during the past year and 
was fortified by a further increase in Bank 
Rate in February last from 44% to 53%. 
In the battle against inflation the Government 
relies heavily on the effectiveness of a monetary 
policy involving high interest rates—to encour- 
age saving and to discourage borrowing— 
associated with a positive control of Bank 
lending and heavy restrictions on hire purchase 
trading. Such a policy cannot but have some 
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deflationary influence since it is a deterring 
factor both to consumption and to industrial 
investment. It is not, however, easy to measure 
its influence since there are varying degrees of 
time lags. On the consumption side the effect 
should be fairly rapid since a variation in con- 
sumer demand is quickly transferred back to 
the sources of production, but on the invest- 
ment side decisions made today may not be 
translated into capital expenditure for a year or 
more. ‘The evidence to date of the effect of 
the monetary policy is somewhat disappointing 
when related to consumer goods. It would 
seem that the hire purchase restrictions have 
so far had a greater influence than the purely 
monetary restraints. However, since one of the 
ends of official policy is to reduce consumer 
demand, the means by which such reduction is 
achieved is of secondary importance. In the 
investment field monetary policy does seem to 
be having a considerable effect although its 
action is necessarily delayed. As Bankers we 
have had, with great regret, to decline the vast 
majority of requests for a measure of financial 
support for capital enterprises, and we know 
that many of our customers have deferred such 
projects without even troubling to get our 
negative response. Before long the cumulative 
effect of such decisions will slow down the rate 
of investment expressed in terms of immediate 
demand for materials and labour. It is widely 
recognised that a slowing down of such invest- 
ment must in the long run damage our economy 
and I am sure that our financial controllers 
must now be considering seriously the impact 
which monetary policy has already had on this 
section of our economic activities. 


The Year’s Trading 


I would now like to tell you how the Bank 
has fared during the past year in this atmosphere 
of restraint and restriction. We have suffered 
from the policy of dearer money. Since f last 
addressed you we have raised the rates of 














interest allowed to depositors by 1 per cent., 
and increased our lending rates by an equivalent 
percentage. In view of the fact that our 
interest-bearing deposits are greater in amount 
than our advances, our profits suffer from such 
an adjustment. Moreover, our administrative 
costs continue to rise. Had we been allowed 
to increase our advances we might have restored 
the earnings balance, but because of credit 
restraint we could not do so and, in consequence, 
our Banking Profits have fallen. 


Although there is a reduction in our Banking 
Profits I am glad to be able to report to share- 
holders that, thanks to our subsidiary com- 
panies, we show as a group an improvement in 
total profit. Our subsidiary companies have 
had an active and successful year despite the 
many difficulties which they have had to face 
in the instalment finance field. As you probably 
know, the hire purchase regulations affecting 
vehicles and plant—our subsidiaries’ main 
activities—have become progressively more 
stringent, and the total business done through- 
out the country has diminished as the authorities 
desired. I am glad to say that we have fully 
maintained our share of the total volume of 
business, and we hope to continue to develop 
this form of finance to industry. We are sure 
that there is increasing scope for new methods 
and applications of short-term lending to the 
business community. 


The Accounts 


May I now more particularly refer to the 
Annual Accounts which accompany this state- 
ment. 


The Bank’s Balance Sheet shows that our 
Deposits have fallen by some £4 million to 
£117 million. Once again this is due in some 
measure to the high rates of interest available on 
Treasury Bills and on Tax Reserve Certificates, 
and offered by Local Authorities for short 
money. We also know that some of our smaller 
depositors have transferred their funds to 
obtain the benefit of the tax-free interest avail- 
able through Post Office Savings Accounts and 
Trustee Savings Banks. It is extremely difficult 
to understand the reasons behind the Govern- 
ment policy of discrimination against the Joint 
Stock Banks. he Savings Accounts—in 
Scottish Banks particularly—have long featured 
prominently in our affairs and we have en- 
couraged our customers to use these facilities 
for saving against the rainy day. Suddenly, by 
law, we are placed at a disadvantage. 


You will see that our Notes in Circulation 
have risen by fully £1 million to over £19 
million. ‘This increase is in keeping with the 
national trend of money in circulation and is 
a concomitant of the inflation problem. 


In each of the two previous Balance Sheets 
we have shown an unusually high liquidity 
ratio of 40 per cent. This year the ratio is 
approximately 38 per cent., which we regard as 
fully adequate. By this ‘slight reduction in 
liquidity we have avoided the sale of any 
material amount of Government Investments, 
which remain at a Book Value of some £50 
million. The Market Value of these investments 


is noted in the Accounts at approximately {£48 
million. The gap between Book Value and 
Market Value has widened during the year by 
£429,000 due to a further fall in the Gilt-Edged 
Market prices. As I said a year ago, these 
investments are all redeemable at par at fixed 
dates—and the majority are redeemable within 
five years. Having regard to our liquid position 
and to the early redemption dates of our shortest 
investments we have again not thought it 
necessary to make any transfers from reserves 
or contingency accounts. 


The Consolidated Balance Sheet shows that 
our Advances to the Bank’s customers have 
fallen by almost £2 million to £33.7 million. 
This is the second successive year of the down- 
ward trend and follows the pattern established 
by the official policy of credit restraint. 


The amounts advanced by our subsidiary 
companies on hire purchase contracts have 
increased by £1.8 million. The whole of this 
increase was attained before the days of the 
now statutory deposit of 50 per cent. on vehicles 
and plant. You will appreciate that the high 
deposit now required before business can be 
done means that less money is advanced than 
formerly in each case, and so the trend of hire 
purchase advances is downwards. Conse- 
quently the profit on each transaction is reduced, 
but the cumulative effect is deferred because 
the profit is spread over the period of the hire 
purchase contract, which normally is two years. 


Profit and Loss Account 


I have already referred in general terms to 
the profit outcome of the year. The Consoli- 
dated Profit and Loss Account shows a Net 
Profit after tax of £488,155, which is an increase 
of £14,840 over the previous year. Out of this 
Profit, the Directors have again appropriated 
£100, 000 to Contingency Account and £100,000 
to the Pension Fund. They have also continued 
their support to the Widows’ Fund to the extent 
of £10,000. The Directors recommend that 
the final dividend to ‘‘A’’ Shareholders should 
be continued at 6 per cent. (making 11 per cent. 
for the year). The final dividend on the “ B’”’ 
Shares is at the rate of 5 per cent. (making 
10 per cent. for the year). If these recom- 
mendations are approved, the Carry Forward 
on the Consolidated Profit and Loss Account 
will be increased from £112,243 to £140,273. 


Before concluding my statement I should like 
to make reference to one or two other matters 
which I am sure will be of interest to share- 
holders. We have for some time felt that the 
services we offer to our customers and to the 
public might usefully be extended in the invest- 
ment field. As you know, we have hitherto 
been willing to look after the physical side of 
our customers’ investments. We act as custo- 
dians and we are prepared to register invest- 
ments in the names of our nominee companies. 
We deal with the documentary side of invest- 
ment changes and we collect dividends. We 
have not, hitherto, considered ourselves 
equipped to offer the additional service of 
managing portfolios of investments on behalf of 
our customers. Such a service necessarily 
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demands expert knowledge and supervision and 
within recent months we have appointed an 
Investment Manager who has had considerable 
experience in this highly specialised work. We 
now feel confident in offering an investment 
service which includes portfolio management. 
We hope that this will be of value to those who 
personally have invested funds and also to 
Trustees of Charitable or Pension funds who 
may welcome the advice and guidance obtain- 
able from our Investment department. 


International Banking Activities 


I should also like to say a word about our 
international banking activities. We are firmly 
convinced that we must play a full part— 
having due regard to our size—in the inter- 
national sphere—particularly on behalf of our 
customers who operate in export markets, and 
also on behalf of our foreign banking corres- 
pondents for their own and their customers’ 
needs. The extent of our activities in this 
specialised field is shown in part by the volume 
of transactions in foreign currencies to which 
reference is made in Note 5 on page 6 of the 
Accounts. In the past year our General 
Manager and Overseas Manager visited Canada 
and the United States to meet their opposite 
numbers in banking circles in these countries. 
The Managing Director of our subsidiary com- 
panies also visited the United States and 
attended an Industrial Bankers’ Convention. 
We know that these visits helped to cement the 
relationships which we have in North American 
banking and business circles. 


Tribute to Staff 


The past year has not been an easy one for 
our officials and managers. It is difficult to 
manage a business effectively in a climate of 
restriction and restraint associated with rules 
and regulations designed to limit the natura] 
and profitable flow of activities. On your 
behalf, as shareholders, I thank everyone in the 
service of the Bank for another year of loyal and 
energetic support. 


Re-election of Directors 


It is proposed that I be re-elected Governor; 
that Lord Saltoun be _ re-elected Deputy 
Governor, and that the Extraordinary Directors, 
whose names appear on the list, be re- elected. 

Mr. Robert Yaxley Weir, the Ordinary 
Director who by rotation retires at this time, 
was 71 years of age this year. Special Notice 
of the intention to propose his re-election has 
been received by the Bank and a Resolution to 
that effect will be put to you. 

During the year the Board nominated Mr. 
James Gilchrist, shipbuilder, Glasgow, as an 
Ordinary Director, and his advice and guidance 
have already been of value to his colleagues, 
His appointment falls to be confirmed by the 
shareholders. 

Mr. Maurice Crichton, C.A., Glasgow, and 
Mr. Ronald J. Henderson, C.A., Edinburgh, 
will, under the provisions of the Companies 
Act, 1948, continue in office, and a Resolution 
will be proposed fixing their remuneration. 
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CREDIT DU NORD BELGE —- 


BANQUE FONCIERE DU MAROC 


CREDIT DU NORD 


Capital et Réserves: 2 Milliards de francs 


CORRESPONDANTS DANS LE MONDE ENTIER 


PARIS 


BRUXELLES 
CASABLANCA 











TO BANK MANAGERS 


Please consult us—we have been established 

1772 — regarding your customers’ 

JEWELLERY, SILVER, COINS and MEDALS. 
We will gladly advise you free of charge 


SPINK & SON, LTD. 


5, 6 and 7 King Street, Tel: 
St. James’s, LONDON, S.W.1 4 lines 


since 


By Appointment 
To Her Majesty The Queen 
Medallists 


W HItehall §275 











Our Axiom of 
Institutional Investment 

















Financial institutions are invited to 
avail themselves of our services. 


SALOMON BROS. & HUTZLER 


Dealers and Underwriters of High-Grade Securities 
Members New York Stockh Exchange 
Members American Stockh Exchange 
SIXTY WALL STREET, NEW YORK 3, N. Y. 
Boston PHILADELPHIA CLEVELAND Cuicaco 
SAN RRANGISCO Datias Wusr Pata Beacu 














COLOMBIA 
MEANS BUSINESS 


US HELP YOU INCREASE YOURS 


Opportunities oa Colombia for European business are increasing Trade 
connections are becoming more profitable. With an eye on your future 
Cpe why not let us assist you with your collections and letters of credit ? 


ur requirements, we have special departments handling every phase and 


o ‘4 
acy of tof banking More and more progressive European banks and business firms | a 


making use of our extensive organization established for over 40 years. 
We invite your inquiries 


Established 1912 


Cable address for all offices—Bancoquia 
CAPITAL PAID-UP: st aptey ot — Pesos Colombian 
SURPLUS: $21.600.000 — Pesos Colombian 

RESERVES: $5.200.000 — Peses Colombian 
General Manager: Antonio Derka 


Head Office: MEDELLIN, prtaceenaumie iodine AM = 


BOGOTA (3). B “site. “ar! oS ae 

ucaraman . 
El Banco, Girardot, Ibagué, Lorica, M 5, Medein (3) 3 
Monteria, = ag tg ‘ C 


BANCO COMERCIAL ANTIOQUENO | 


New York nissicssidctien simainey Ludeke, 40 Exchange Place, New York 5, N. Y. a 
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Hongkong and Shanghai Banking Copentell 


(Inconporatep in Tax Cotony or Honc Kone) 
The Liability of Members is limited to the extent and in manner prescribed in Chapter 70 of the Laws of Hong Kong 
‘AL ISSUED AND FULLY PAID UP ea $25,000,000 


CAPIT. 
RESERVE FUNDS STERLING Ree ée 000,000 
RESERVE LIABILITY OF MEMBERS eo =e $25,000,000 








Head Office - - ~- HONG KONG 


CHAIRMAN: C. BLAKER ,M.C., E.D. CHIEF MANAGER: MICHAEL W. TURNER 


LONDON OFFICE - 9 GRACECHURCH STREET, E.C.3 
Lowponw Manacans - S. W. P. Panny-Atpwortnu, M. D. Scorr 
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Borneo Manila 
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Rangoon Sooke Penang 
Hong Kong Tokyo Sungei Patani 
Phnom-Penh Hong Kong Yokohama Teluk. Anson Sai 
BANKING BUSINESS OF EVERY KIND TRANSACTED. 
A comprehensive service as Trustees and Executors is also undertaken by the Bank's Trustee. 
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